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ABSTRACT
During th e  y e a rs  th a t  production  was increased  to  supply 
th e  needs of r a p id ly  growing m arkets, m ajor problems in  p roduction  
cost accounting  were met and solved w ith  l i t t l e  a t te n t io n  given 
to  d is t r ib u t io n  cost problem s. The scope o f  m arketing has 
broadened u n t i l  now th e  ta s k  of d is t r ib u t io n  i s  no t m erely to  
f i l l  e x is tin g  demand, bu t a ls o  t o  c re a te  and d iscover demands 
f o r  new p ro d u cts . The cost o f d is t r ib u t io n  Increased  a s  th e  
ro le  which d is t r ib u t io n  has been c a l le d  to  p lay  in  cur economic 
system expanded. T his co st in c rease  has been s te e p e r  than  th e  
gen era l cost t r e n d . Y et, management has n o t been quick t o  ap p rec i­
a te  th e  advantages provided by suoh accounting  to o ls  as standard  
c o s ts  and re s p o n s ib i l i ty  accoun ting  in  lo c a tin g  a re a s  needing 
improvements in  d i s t r ib u t io n .
The purpose o f  t h i s  study i s  t o  explore the  f ie ld  o f 
d is t r ib u t io n  c o s t s tandards t o  develop  an approach to  p lanning  
and d ec is io n  making. In  t h i s  a n a ly s is ,  the l i t e r a tu r e  in  th e  
f i e ld  was reviewed and summarized and case s tu d ie s  o f se v e ra l 
companies having s tandard  c o s ts  e s ta b lis h e d  fo r  th e  d is t r ib u t io n  
fu n c tio n s  were made.
The approach suggested in  t h i s  study fo r  th e  c o n tro l 
and a n a ly s is  o f  d is t r ib u t io n  c o s ts  f i r s t  invo lves determ ining  
by vhat p a r t ic u la r  segment o f th e  m arket th e  co s ts  a re  to
x
be accumulated. The b u sin ess  segment chosen w il l  depend on 
th e  sp e c if ic  n a tu re  o f  th e  b u sin ess  and th e  d is t r ib u t io n  co st 
problems invo lved .
The d i s t r ib u t io n  fu n c tio n s  t o  be costed  a re  then  
determ ined; so t h a t  c o s ts  can be accum ulated by fu n c tio n s  w ith in  
th e  business segment chosen. F u n c tio n a liz a tio n  o f  d is t r ib u t io n  
a c t iv i t i e s  lea d s  to  a c o n sid e ra tio n  o f  c o s t r e s p o n s ib i l i ty  and 
o o n tro l a s  th e  r e s p o n s ib i l i t i e s  o f in d iv id u a ls  in  a b usiness 
o rgan iza tion  g e n e ra lly  fo llow  the s p e c i f ic  l in e s  o f  a fu n c tio n . 
The expenses included  in  a fu n c tio n a l group should no t only 
be c lo se ly  r e la te d ,  b u t should vary  acco rd ing  to  th e  same 
f a o to r  or measurement. The teohnique fo llo w ed .in  t h i s  study  
o f d iv id in g  m ajor fu n c tio n s  in to  sm all c la s s i f i c a t io n s  o f  
re s p o n s ib i l i ty  h a s  th e  purpose o f en su ring  th a t  th e  work performed 
i s  o f  a homogeneous c h a ra c te r . G enera lly  a g re a te r  degree o f  
c o n tro l i s  ob tained  under more p re c ise  fU n o tio n a liz a tio n .
The fa c to r s  o f  v a r i a b i l i ty  f o r  m easuring th e  c o s t cen te rs  
w ith in  the  fu n c tio n s  a re  then determ ined . The fh c ta r  o f  
v a r i a b i l i ty  should r e f l e c t  th e  p r in c ip a l  a c t iv i ty  in  th e  c e n te r . 
Because s tan d ard s a re  e s ta b lis h e d  f o r  each o f th e  fu n c tio n a l 
” f a c to r s  o f  v a r i a b i l i t y ,  care m ist be ex e rc ised  in  th e  s e le c tio n  
o f  th e  u n i ts  o f  v a r i a b i l i t y  i f  th e  s tan d ard s  a re  t o  be m eaningful 
and i f  th e  v a ria n ce s  from standard  a re  to  be accepted in  th e  
measurement o f  perform ance.
S tandards a re  th en  t r a n s la te d  in to  budgeted c o s ts  u sin g  
a f le x ib le  budget. A ctual c o s ts  a re  compared w ith  standard
xi
c o s ts  and th e  v a rian ces  a re  analyzed f o r  th e  purpose o f  
id e n tify in g  th e  f a c to r s  th a t  caused th e  d iffe re n c e  between 
th e  standard  and a c tu a l  c o s ts  so t h a t  th e  in e f f ic ie n c ie s  oan 
be e lim in a ted .
Although i t  can reasonab ly  be aocepted a s  f a c tu a l  t h a t  
problems in  determ in ing  d is t r ib u t io n  co s ts  are  s u b s ta n t ia l ly  
more d i f f i c u l t  than  in  the  fa c to ry , i t  does no t n e c e ssa r ily  
fo llo w  th a t  th e  program should be dropped simply because i t  i s  
d i f f i c u l t .  T h is study shows th a t  standard  c o s ts  are e f f e c t iv e  
c o s t c o n tro l to o ls  and th e  a p p lic a tio n  of standard  co stin g  t o  
d is t r ib u t io n  expenses i s  in v a lu ab le  i f  i n te l l ig e n t ly  a p p lie d .
This study suggests th a t  m arketing and accounting 
people should make an e f f o r t  t o  become more f u l ly  aware of 
th e  mutual problem th e y  have in  developing and apply ing  
d is t r ib u t io n  co st concep ts. Since standard  c o s ts  hold  the 
promise o f be ing  ab le  t o  provide management w ith b e t t e r  
understand ing  of m arketing d a ta ,  management cannot a ffo rd  
to  ignore  th e  advantages of s tan d ard s in  th e  a n a ly s is  and 




A Statem ent o f  th e  Problem
Decades ago m arketing  a c t iv i t y  moved in  a com paratively  
narrow a re a . T h is  was due to  th e  f a c t  t h a t  consumers produced 
much o f th e i r  own goods and tr a d in g  was la rg e ly  on a b a r te r  
b a s is .  The scope o f  m arketing  broadened trem endously  a s  
c iv i l iz a t io n  developed from a sim ple p a s to r a l  economy through 
th e  s tage  in  which th e  v i l la g e  craftm en supp lied  a  lo c a l  market 
t o  the  p resen t p o s itio n  in  tfclch goods from any one country  a re  
d is t r ib u te d  to  th e  most d i s ta n t  p a r t  o f  th e  e a r th . With th e  
s im p lest d iv is io n  o f la b o r  w ith in  th e  fam ily  th e re  was no 
d is t r ib u t io n  c o s ts .  At each more complex s tag e  o f  development 
th e  expend itu res on d is t r ib u t io n  c o s ts  have become la rg e r .
S ig n ifican ce  o f  D is tr ib u tio n  Costs
The m anufacture o f  many a r t i c l e s  fo rm erly  produced in  
sm all q u a n ti t ie s  in  alm ost every  l o c a l i t y  h as  now become 
h ig h ly  concentra ted  in  a fbw fav o rab le  a re a s  to  ta k e  advantage 
o f  sp e c ia liz e d  m achinery, la b o r , m a te r ia ls ,  and o th e r  re so u rce s . 
While sp e c ia liz e d  mass production in  h ig h ly  concen tra ted  
geographical a re a s  has in creased  production  e f f ic ie n c y ,
1
2t h i s  change ha a made d is t r ib u t io n  more com plicated. J u s t i f ic a t io n  
o f th e  la rg e  c a p i ta l  c o s ts  o f equipment requ ired  in  some in d u s t r ie s  
can only be met by a h igh  le v o l  o f  p roduction . This h igh 
production le v e l  a ls o  re q u ire s  h ig h ly  s k i l le d  techn iques in  
a d v e r t is in g  and m arket re sea rch  to  s e l l  the la rg e  ou tpu t o f 
p ro d u c tio n .1
During th e  y ea rs  th a t  production was in c reased  to  supply  
th e  needs o f  ra p id ly  growing m arkets, m ajor problems in  production  
co s t accounting were met and solved w ith  l i t t l e  a tte n t io n  given 
to  d is t r ib u t io n  c o s t problem s. When th e  American economy i s  
opera ting  at f u l l  swing, o ften  the  p r o f i t  leak s due t o  in e f f ic ie n t  
d is t r ib u t io n  a re  regarded a s  normal c o s ts  o f doing b u s in e ss .
In  t h i s  period  few companies tak e  th e  tim e to  determ ine the 
e ff ic ie n c y  of t h e i r  d is t r ib u t io n  system s. G enerally  i t  i s  on ly  
when they  a re  in  th e  m idst o f  a c o s t-p r ic e  squeeze t h a t  th ey  ask  
them selves how e f f i c i e n t  a re  our d is t r ib u t io n  system s. The
t
post World War I I  p ro sp e r ity  enjoyed by many firm s was an 
open In v ita t io n  to  a d d it io n a l  com petition . Since th e  war 
ended, more and more companies have a rriv ed  a t  the  p o in t where 
t h e i r  products have to  be so ld  r a th e r  than  apportioned among 
w a itin g  custom ers.
In  the  p re se n t b u y ers ' m arket, th e  producer must 
persuade th e  consumer t h a t  h is  goods a re  neoessary  and im portan t. 
Consumers must be informed about new products before  th e y  a re
A lb e r t  Thomas H ealey, "A fter-P roduction ' Accounting," 
The Cost Accountant. XXHX (August, 1961), p. 255*
3ready  to  buy them. Competition o a l l s  f o r  in c reased  expenditu re
on a d v e r tis in g  and the  p re se n ta tio n  o f  th e  product* The ta s k
o f  d is t r ib u t io n  i s  no t m erely f i l l i n g  e x is t in g  demand, b u t a ls o
c re a tin g  and d iscovering  demands f o r  new products*
As th e  scope o f m arketing  broadened, th e  co s t o f
d is t r ib u t io n  in c re ased . T h is co s t In c rease  has been s te e p e r
than  th e  genera l c o s t trend*
In  1959» f o r  example, our g ro ss  n a tio n a l  product 
was 186 per cent h l& ie r th an  in  1949, an in c re a se  
o f  59 p e r cen t in  p h y s ic a l volume and o f  27 p e r 
cen t in  p r ic e  over 10 years* The consumer p r ic e  
index  du ring  t h i s  p e rio d  v en t up 23 p e r  c e n t.
But looking  a t  s ig n i f ic a n t  item s o f  th e  m arketing  
c o s t ,  we f in d  th a t  sa lesm en 's  s a l a r i e s  v en t up 
on th e  average o f 79 p e r  cent* ' The c o s t o f  
o p e ra tin g  h i s  autom obile v as  35 p e r cen t h ig h e r .
The cost o f t ra n s p o r t in g  f in is h e d  goods v en t 
up by 41 to  102 p e r  cent* depending upon 
whether shipment was by r a i l  o r truck*  A 
page o f a d v e r tis in g  in  L ife  magazine co s t 
44 par cent mare in  1959 tn a n  i t  d id  in  1949*
Newspaper ads were up 36 p e r  o e n t. And, even 
though th e  TV audienoe in c re a sed  f a n t a s t i c a l l y  
du rin g  th a t  te n -y e a r  p e rio d , th e  c o s t o f  suoh 
a d v e r tis in g  per thousand home ven t up ty  
34 per c e n t .2
I t  has been estim ated  th a t  d i s t r ib u t io n  c o s ts  account 
f o r  about 59 p e r cen t o f th e  c o s t o f  consumer d o l la r  spent 
w hile production c o s ts  comprise th e  o th e r  41 p e r  oent*
T h is does n o t mean th a t  every  firm  in c u rs  i t s  t o t a l  c o s ts  
in  t h i s  r a t i o  a s  th e  m anufacturing concern may in c u r  a
3
g re a te r  p roportion  o f  production costs*
S v  W. K elley , "M arketing Cost A nalysis—The A ccountan t's * 
Most N eglected O pportun ity ,* NAA B u l le t in ,  H I ,  S ec tion  2 (Ju ly , I9 6 0 ),
p . 12* -------------------
3 j ,  Brooks H eokert, "Back t o  D is tr ib u tio n  C o sts ,"  Jo u rn a l o f  
Accountancy. LXXIX (June, 1945) f  p* 457*
Because i t  iias been decades since  a v ide band o f th e  
economy has f e l t  th e  com petitive  p re ssu re s  t h a t  e x is t  today  
in  in d u s try , many b u sin ess  execu tives  a re  f in d in g  i t  in c re a s in g ly  
d i f f i c u l t  to  meet t h e i r  p r o f i t  o b je c tiv e s . As s a le s  volume 
d ro p s, th e  e x tra  e f f o r t  t o  g e t in creased  volume n a tu ra l ly  in c re a se s  
th e  u n i t  s e l l in g  costs*  Increased  s e l l in g  p r ic e s  o r  lower 
p r o f i t s  a re  two p o ss ib le  r e s u l t s  o f  in c reased  costs*  Since 
lower p r o f i t s  a re  seldom accep tab le  to  company management and 
stockho lders and h ig h e r s e l l in g  p r ic e s  o ften  r e s u l t  in  sh a rp ly
decreased  s a le s  volume, th e  on ly  accep tab le  a l te rn a t iv e  i s
/
c o s t c o n tro l .
T h is c o s t-p r ic e  squeeze i s  fo rc in g  management to  pay 
c lo s e r  a t te n t io n  to  op era tin g  costs*  There i s  every  evidence 
th a t  in  th e  fu tu re  th e  red u c tio n  o f  d is t r ib u t io n  c o s ts  w i l l  
o f f e r  th e  g re a te s t  oppo rtun ity  fo r  secu ring  com petitive 
advantages* Such c o s t f a c to r s  a s  la b o r , raw m a te ria ls , and 
ta x e s  a re  becoming more standard ized  w ith in  in d u s tr ie s  and le s s  
under th e  c o n tro l o f  th e  management*
The problem o f knowing how much i s  spen t f o r  d is t r ib u t io n  
i s  v i t a l  because o f  i t s  d i r e c t  r e la t io n s h ip  t o  th e  company's 
p r o f i t .  The so lu tio n  o f  t h i s  problem i s  im portant n o t m erely 
to  each in d iv id u a l  b u sin ess  b u t to  our p r iv a te  e n te rp r ise  
system a s  a whole. The e ffe c tiv e n e ss  w ith  which management 
meets th e  problem has a d i r e c t  b earin g  on th e  c o u n try 's
^R. V. Johnson and J .  L* Shinn, "C onstruc ting  and Using 
P ro f i t  and Loss S tatem ents By D iv ision  and M arket," NA£ B u lle t in .
XL, S ec tion  1 (May, 1959), p . 5*
5economic w e lfa re . The pub lic* s a t t i tu d e  toward p r iv a te
b u sin ess  a d m in is tra tio n  i s  a ls o  a ffe c te d  by th e  e f fe c tiv e n e s s
w ith  which management meets t h i s  c h a llen g e . Management
techn iques must be considered  in  r e la t io n  to  t h e i r  c o n tr ib u tio n
to  th e  economic and s o c ia l  w elfa re  o f th e  e n t i r e  community.
N othing sh o rt o f th e  b e s t  d ec is io n s  a re  in  th e  i n t e r e s t  o f
e i th e r  co rpo ra te  p ro f i ts *  good p u b lic  re la tio n s*  o r th e  
5
g en era l w e lfa re .
D is tr ib u tio n  Cost Accounting Development
For decades c re a tiv e  e f f o r t  has been d ed ica ted  to  th e
low ering o f  p roduction  c o s ts  through m echanisation and s c i e n t i f i c
management and to  th e  e lim in a tio n  o f  In e f f ic ie n c ie s  in  producing
goods. The s u b s ta n t ia l  p rogress th a t  r e s u l te d  from th ese  e f f o r t s
has co n trib u ted  to  th e  in creased  s tandards o f  l iv in g  in  th e
U nited S ta te s .  Although th ese  improvements a re  s t i l l  f a r  from
u ltim a te  e ffic ien cy *  production  p rogress has advanced f a r  ahead
o f  th e  improved e f f ic ie n c y  in  d is t r ib u t io n  a c t i v i t i e s .  Much
o f th e  b e n e f i ts  o f th e  eoonomies o f  mass production  have been
l o s t  in  the  w astes o f  haphazard d is t r ib u t io n .  As production
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c o s ts  have gone down* d is t r ib u t io n  c o s ts  have gone up .
The f i e ld  o f  d is t r ib u t io n  was n eg lec ted  a t  th e  very
5James W. C u lli t in *  "The Management Challenge o f  M arketing 
Costs*** Harvard B usiness Review. XXVI (January* 1948)* P . 74.
^Donald D. Parker* "Improved E f f ic iency  and Reduced Cost 
in  M arketing*" Jo u rn a l o f  M arketing. XXVI (April* 1962)* p . 15*
tim e th a t  th e  problems o f  produotion were being a ttac k ed  w ith 
such v ig o r and suocess. The in v en tiv e  genius t h a t  has been 
su c c e ss fu lly  a p p lie d  to  produotion has h a rd ly  begun t o  be 
a p p lied  in  th e  e lim in a tio n  o f  d is t r ib u t io n  in e f f ic ie n c ie s .  
O r ig in a l i ty  has been used in  t h e i r  f i e l d  but o ften  only 
t o  persuade people t o  buy more goods r a th e r  than to  reduce 
t h e i r  p r ic e .
In  th e  m anufacturing phase o f th e  p ro d u c tic n -sa le s  
c y c le , th e  c o s t accountant has been provided standard  o o s ts , 
r e s p o n s ib i l i ty  accoun ting , and tim e s tu d ie s .  The accountan t 
d id  n o t l e t  th e  eng ineer o r produotion  man take  over th e  
whole f a c t  f in d in g  and ev a lu a tio n  jo b . But a s  th e  m arketing 
fu nc tion  has grown, m arketing men tu rned  no t to  th e  accountant 
bu t to  o p e ra tio n s re sea rch , m o tiva tion  re sea rch , and m arketing 
re se a rc h  tec h n iq u e s . Often th e  accountan t i s  keeping  books 
w ithout reg a rd  to  r e s p o n s ib i l i t ie s  o r  fu n c tio n s , w ithout 
volume in d ic a tio n  o r  c o s t measurement, and w ithout a n a ly s is  
o r  comparison w ith  o th e r  methods f r a n  th e  p r o f i t a b i l i t y  p o in t 
o f view .
The accoun tan t has n o t made h im se lf fa m ilia r  w ith  
th e  m arketing p ro cess  in  th e  same thorough way he has m astered 
th e  production  p ro cess ; he h as  no t com pletely understood th e  
fu n c tio n s  he was a ttem p ting  to  measure o r  to  e v a lu a te . He 
has no t leai~.od what induces consumers to  buy or how to  eva lua te
y .  K e lle y , "M arketing Cost A nalysis—The A cco u n tan ts  
Most N eglected O pportun ity ,"  NAA B u l le t in . XLI, S ection  2 
(Ju ly , I9 6 0 ), p .  14.
7th e  f in a n c ia l  a sp e c ts  o f  a new product* The f in a n c ia l  
a ls o  does n o t know what m o tiva tes a salesm an. He has no t 
lea rn ed  th a t  th e  cheapest method o f  d i s t r ib u t io n  does no t 
always lead  to  th e  l a r g e s t  n e t  p r o f i t .  The e f f e c t  o f th e  
re la tie ® sh ip  between c o s ts  and com petition  has no t been 
e s ta b l is h e d .
Today, modern management expec ts  p e r t in e n t  p roduction  
re p o r ts  th a t  h ig h lig h t  o p e ra tio n a l weaknesses; m anufacturing 
in e f f ic ie n c y  i s  viewed a s  in ex cu sab le . Management has been 
quick  t o  a p p re c ia te  th e  advantages provided hy accounting  
to o ls  in  lo o a tln g  a re a s  needing improvement. The estab lish m en t 
o f  produotion s tan d ard s  i s  taken f o r  g ran ted  by production  
management. There has been an a t t i tu d e  o f  complacency 
toward d i s t r ib u t io n  c o s ts  a s  compared to  th e  s c ru tin y  ap p lied  
t o  produotion c o s ts .  Few m anufacturers know th e  c o s t o f  s e l l in g  
a p roduct to  a s p e c if ic  customer in  a p a r t i c u la r  location*.
Even fewer p roducers know how much i t  should c o s t to  make 
t h i s  type  o f  s a l e .  The a rea  o f  d i s t r ib u t io n  co s t accounting  
rem ains neg leo ted  w hile much emphasis i s  p laced  on produotion
g
c o s t accoun ting . The r e s u l t  has been ex tensive  w astes .
There i s  no doubt that r e a l  p ro g ress  has been 
made in  some ty p es  o f  c o s t a n a ly s is  o f  d i s t r ib u t io n .  O ften , 
however, th e  p ro g ress  h as  been made in  a re a s  th a t  a re  com paratively 
easy  to  m easure; most o f th e  a t te n t io n  has been d ire c te d  to
®Frank S . Howell, "A C o n tr ib u tio n ' Approach to  D is tr ib u tio n  
Costing,® NACA B u l le t in .  XXXVI, S ection  1 (O ctober, 1954), P . 215*
8m inim izing costa* Too l i t t l e  a t te n t io n  has been given to  
e v a lu a tin g  th e  e f f ic ie n c y  o f v a rio u s  m arketing fu n c tio n s .
Lack o f accepted techn iques has n o t allowed d is t r ib u t io n  
expend itu res  t o  re c e iv e  th e  c r i t i c a l  a p p ra is a l  n ecessa ry  
f o r  the  produotion  o f  th e  most e f fe o tiv e  m anagerial r e p o r ts .
M arketing Management Concept
The im portance o f d is t r ib u t io n  c o s t a n a ly s is  has been 
in te n s i f ie d  by th e  in tro d u c tio n  o f  a new m arketing concept 
c a l le d  m arketing management. T h is concept p la c e s  th e  
m arketing manager in  a key p o s itio n  in  th e  o v e ra ll  management 
o f  a company. Uhder t h i s  philosophy th e  m arketing man p lays 
an in te g r a l  p a r t  in  every  phase o f  th e  p ro d u c tic n -d ls tr ib u tlo n  
c y c le . H is jo b  does n o t begin where p roduction  ends a s  he 
must f i r s t  e s ta b l is h  what p roducts th e  consumer w ants. T his 
i s  a s ig n if ic a n t  d e p a rtu re  from th e  t r a d i t i o n a l  focus on 
m anufacturing w ith  th e  m arketing ta s k s  be ing  m erely t o  s e l l  
what i s  made.
Since a s ig n i f ic a n t  number o f  companies have adopted 
t h i s  extended scope o f  m arketing management, th e  c o s t accountant 
cannot a ffo rd  to  Ignore t h i s  change. The emphasis on m arketing 
and th e  expanded fu n c tio n s  o f  m arketing re q u ire  more o f  th e  
a c c o u n ta n t's  c re a t iv e  t a l e n t  in  develop ing  to o ls  fo r  a n a ly s is .
By and la rg e ,  businessmen admit t h a t  th ey  a re  n o t s a t i s f i e d  
w ith  t h e i r  knowledge o f  d is t r ib u t io n  c o s ts ,  and th e y  f e e l  th a t  
t h e i r  o v e r -a l l  d is t r ib u t io n  performance can and must be improved. 
Simple average h i s t o r i c a l  c o s t a n a ly s is  o f d is t r ib u t io n  c o s ts  i s
9
n o t adequate f o r  modern m arketing needs.
The management challenge concerning th e  c o n tro l  o f  
d is t r ib u t io n  c o s ts  e x is ts  under any s o c ia l  system . T h is challenge 
has e s s e n t ia l ly  n o th in g  to  do w ith  th e  question  o f th e  m e rits  
o f  p r iv a te  e n te rp r is e .  Even i f  th e  whole challenge was s h if te d  
t o  government m anagers, th e  problem would s t i l l  remain because
in  t h i s  s i tu a t io n  consumers would have l i t t l e  freedom o f  choice 
concerning what, when, and where t o  buy. The problem would 
e x is t  because b u s in e ss  managers must make d e c is io n s  concerning 
d is t r ib u t io n  based on in s u f f ic ie n t  knowledge o f  th e  t r u e  n a tu re  
o f th e  problems and Inadequate to o ls  f o r  judg ing  performance 
to* in su re  t h a t  th e  d e o is io n s  a re  th e  b e s t  p o ss ib le  c n e s . ^
£  Survey o f  th e  Study
Purpose o f  th e  Study '
The purpose o f  t h i s  s tudy  i s  t o  exp lo re  th e  f i e l d  o f  
d is t r ib u t io n  c o s t s tan d ard s to  develop  an approach to  p lann ing  
and d e c is io n  making. T h is study  suggests th a t  m arketing and 
accounting  people should make an e f f o r t  t o  beocme more f h l ly  
aware o f  th e  m utual problem th ey  have in  developing  and app ly ing  
d is t r ib u t io n  c o s t concep ts . Often accoun tan ts a r e  n o t w e ll 
informed on th e  p r a c t ic a l  problems o f  m arketing  and th e
% Lchael S o h if f , "An A ccoun tan t's  R e fle c tio n s  on New 
T hinking on M arketing ," NAA B u l le t in .  XLI, S ection  1 (O ctober, 1959), 
p .  90.
^ ° C u ll i t in ,  In c . c i t .
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a ss is ta n c e  which accoun ting  can ren d e r in  so lv in g  them .
M arketing men o ften  a re  Inadequate ly  inform ed concerning 
th e  p r in c ip le s ,  p r a c t ic e s ,  and problems in  accoun ting  which 
u n d e rlie  c o s t re c o rd s .
T h is s tudy  dem onstrates t h a t  th e  same p r in c ip le s  used 
in  production app ly  t o  d is t r ib u t io n  c o s ts  and th a t  th e  same 
techn iques can be used s u c c e s s fu lly . C erta in  techn iques a re  
o u tlin e d  f o r  p ro v id in g  management w ith  c o n tro l  in fo rm a tio n . 
C ontro l through th e  estab lish m en t o f  s tan d ard s  and th e  measurement 
o f  v a ria n ce s  i s  j u s t  a s  e f fe c t iv e  a s  in  th e  produotion a re a .
The purpose o f  t h i s  study  i s  to  show th a t  d is t r ib u t io n  c o s ts  
a re  p a r t i c u la r ly  s u i ta b le  fo r  th e  a p p lic a tio n  o f  s tan d ard  c o s t 
methods. The a p p lic a tio n  o f  standard  c o s tin g  to  d is t r ib u t io n  
expenses i s  Inva luab le  i f  I n t e l l i g e n t ly  a p p lie d . In  th e se  days 
o f  r i s i n g  c o s ts  and keen com petition , management cannot a ffo rd  
t o  ignore  th e  advantage o f s tan d ard s in  th e  a n a ly s is  and 
c o n tro l o f d is t r ib u t io n  o o s ts .
Method o f Approach
The method o f  approach used In  t h i s  a n a ly s is  was to  
summarise, from prim ary and secondary so u rces , th e  e x is t in g  
in form ation  th a t  p e r ta in s  to  th e  c o n tro l o f d is t r ib u t io n  
c o s ts  through th e  use o f s ta n d a rd s . A second asp ec t o f  th e  
study  Involved conducting  case s tu d ie s  o f companies having  
standard  o o s ts  e s ta b lis h e d  f o r  th e  d is t r ib u t io n  fu n c tio n s .
The p ra c t ic e s  o f th e se  companies were ln v e s t l f s te d  to  determ ine 
i f  accoun ting  to o ls  can be ap p lied  to  th e  c o n tro l o f  d i s t r ib u t io n
11
c o a ts .
L im ita tio n s  o f  th e  Study
I t  I s  beyond th e  scope o f  t h i s  study  to  ev a lu a te  th e
ever-expanding ro le  which d is t r ib u t io n  has been c a lle d  t o
p la y  in  our economic system . M arketing has been assigned  t h i s
ro le  l ik e  o th e r  I n s t i tu t io n s ;  i f  i t  i s  f u l f i l l i n g  t h i s  r o le
p o o rly , d is t r ib u t io n  may c o s t to o  much. T h is study  accep ts  th e
ro le  d is t r ib u t io n  i s  p lay in g  and does n o t regard  th e se  expanded
se rv ic e s  demanded o f  th e  d is t r ib u t io n  system a s  In h e re n tly
unproductive and w a s te fu l.
Cost s tan d ard s may be s e t  f o r  produotion  expenses and
d is t r ib u t io n  expenses. T his s tu d y , however, i s  concerned
11
p r im a r ily  w ith th e  d is t r ib u t io n  expenses. There a re  many 
d i f f e r e n t  ty p es and forms o f  c o s t s tan d a rd s  which a re  ap p lied  
by many firm s to  achieve the  d e s ire d  goa ls  o f  management, 
bu t only  th e  c u rre n t s tan d ard s a re  d iscu ssed  in  t h i s  s tu d y .
R eport o f  O ther S tu d ies
12In  1948 th e  N ationa l A ssocia tion  o f  Cost Accountants 
pub lished  a Standard  Cost Research S e r ie s  e n t i t l e d  "How Standard 
Costs Are Being Used C u rren tly " .  T h is re se a rc h  s e r ie s  gave 
l i t t l e  a t te n t io n  t o  s tan d ard s fo r  d is t r ib u t io n  c o s ts  and was
^ D is t r ib u t io n  expenses w i l l  be defined  in  a l a t t e r  c h ap te r.
^ I n  1957 The N ationa l A ssoc ia tion  o f Cost A ccountants 
changed i t s  name to  N a tio n a l A ssoc ia tion  o f  A ccountants.
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concerned more w ith  p roduction  standard  oost accoun ting .
The N a tio n a l A ssociation  o f  Cost Accountants pub lished  
Research S e r ie s  19, 20, and 21 in  1951* These re p o r ts  have been 
combined and re p r in te d  under th e  t i t l e ,  "A nalysis o f  Ncnmanuflacturing 
C osts fo r  M anagerial D ec is io n s" . T h is re se a rc h  study  d e a l t  v i th  
c o s t a n a ly s is  f o r  p lann ing , n o t v i th  th e  a p p lic a tio n  o f standard  
c o s tin g  to  d is t r ib u t io n  expenses.
In  1954, th e  N ationa l A ssoc ia tion  o f  Cost A ccountants 
pub lished  Research S e rie s  25, 26, and 27 uhich a re  combined and 
re is su e d  under th e  t i t l e ,  "Cost C ontro l o f  M arketing O perations"*
The purpose o f th e se  re sea rch  re p o r ts  v a s  t o  reexamine accoun ting  
tech n iq u es vhioh may be u s e fu l  to  a id  management in  th e  c o n tro l 
o f  m arketing  c o s ts .  One o f  th e  accoun ting  to o ls  given in  t h i s  
rasea ro h  study  vas standard  c o s ts .  A few o f th e  companies 
In terv iew ed in  th e  stu d y  had standard  m arketing  c o s ts ,  b u t 
th e  re se a rc h  re p o r ts  shoved t h a t  s tan d ard  d is t r ib u t io n  o o s ts  
were n o t a s  w idely  used o r v i th  a s  much success a s  in  p roduction .
The re p o r ts  a ls o  revea led  th a t  none o f  th e  companies in terv iew ed  
had succeeded in  developing standards f o r  d is t r ib u t io n  a c t i v i t i e s  
which a re  comparable in  p re c is io n  t o  s tan d ard s  used in  p roduction .
Examination o f  th e  l i t e r a t u r e  o f  o o st and management 
accoun ting  shows th a t  th e  p o rtio n  d e a lin g  v i th  d is t r ib u t io n  
c o s ts  i s  indeed sm all compared to  th e  la rg e  volume o f  m a te r ia l  
a v a ila b le  concerning accounting  f o r  o o s ts  o f p roduction  a c t i v i t i e s .
In  s p i te  o f th e  in c reased  s ig n if ic a n c e  o f  th e  m arketing function  
and th e  in c re a se  in  th e  amount o f  esqpendltures f o r  m arketing
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o p e ra tio n s , th e re  a re  com paratively  few a r t i c l e s  pub lished  on 
in d u s try  experience on new methods in  t h i s  f i e l d .  T h is  suggests 
th a t  th e re  i s  room fo r  innovation  in  th e  approach to  th e  a n a ly s is  
and c o n tro l o f  d i s t r ib u t io n  c o s ts .  T h is s tudy  shovs se v e ra l 
a re a s  where new techn iques and innovation  may be v e ry  f r u i t f u l .
CHAPTER I I
DISTRIBUTION COST ACCOUNTING 
D istribu tion  Cost Defined
Marketing i s  the second stage in  the l i f e  h is to ry  of 
every commercial product as products are produced, marketed, and 
consumed. Marketing includes aU  a c t iv i t ie s  involved in  the 
flow of goods from production to  consumption. D istribution  ia  
widely used to  mean the same as marketing. Some business ana ly sts , 
however, fe e l  th a t marketing i s  a more descrip tive  term than 
d is tr ib u tio n . They fe e l  th a t the term marketing s tre sse s  the 
functional character of these business operations.^*
D istribu tion  costs have generally  been defined in  two 
ways; th is  term has both a broad and narrow meaning. One 
in te rp re ta tio n  c la s s if ie s  a l l  those costs which can be broken 
down in to  marketing functions th a t are  incurred a f te r  th e  product 
i s  manufactured as d is trib u tio n  c o s ts . D istribu tion  costs 
cease a t  the time the a r t ic le  i s  converted in to  cash. This 
broad d efin itio n  inoludes what are commonly known as se llin g  
expenses and portions o f general adm inistrative and fin an c ia l
*^ Q. F o rre s t  W alker, "The N ature o f  th e  D is tr ib u tio n  Cost 
Problem ," Reducing D is tr ib u tio n  C osts . M arketing S e r ie s  Number 5$ 




There a re  se v e ra l d i f f e r e n t  in te rp r e ta t io n s  th a t  can 
be included  under th e  narrow  d e f in i t io n  o f  d is t r ib u t io n  c o s ts .
One in te rp r e ta t io n  d e fin e s  th e  c o s ts  o f making s a le s  and 
d e liv e r in g  p roducts  as d is t r ib u t io n  c o s ts .  The expenses 
in cu rred  in  th e  d i r e c t io n ,  c o n tro l ,  and a d m in is tra tio n  o f th e  
company a re  excluded from d i s t r ib u t io n  c o s t s .2
A more narrow  d e f in i t io n  excludes bo th  g e n e ra l ad m in is tra tio n  
and f in a n c ia l  expenses from d is t r ib u t io n  c o s t ;  on ly  those  c o s ts
vhioh a re  u s u a lly  under th e  c o n tro l  o f  th e  s a le s  manager a re
3d e fin ed  a s  d i s t r ib u t io n  c o s ts .  The term  d is t r ib u t io n  c o s ts  
has a ls o  been defin ed  a s  r e l a t in g  o n ly  to  th e  d e liv e ry  f r a c t io n .
Under t h i s  concep t, th e  m arketing fu n o tic n  com prises two c o s ts ,  
d e liv e ry  and s e l l in g .  The c o s ts  in cu rred  in  prom oting s a le s  
and r e ta in in g  custom ers a re  charged t o  s e l l in g  c o s ts ;  on ly  th e  
p h y s ic a l t ra n s p o r tio n  c o s ts  a re  charged to  d is t r ib u t io n  c o a ts .^
The above d e f in i t io n s  o f d is t r ib u t io n  c o s ts  r e f e r  to  
th re e  c la s s e s  o f  o o s ts :  p ro d u c tiv e , d i s t r ib u t iv e ,  and a d m in is tra tiv e . 
There i s  no p lac e  in  a p ro f i t- s e e k in g  e n te rp r is e  f o r  o o sts  th a t  
a re  no t expected to  produoe revenue, w hether d i r e c t l y  o r  
i n d i r e c t ly .  P roduction  c o s ts  a re  In cu rred  f o r  th e  purpose o f
2Adolph M ats, O thel J .  Gurry, and George W. F rank, Cost 
Accounting. T h ird  E d itio n  (C in c in n a ti, Chios Southwestern P ub lish ing  
Company, 1962), p .  23*
■Viotor Z. B rink and James A. Cashln, I n te r n a l  A uditing . 
Second E d itio n  (New York: The Ronald PreSs Company, 1956), p . 301*
^W. L. S pald ing , "S e llin g  and D is tr ib u tio n  C o sts ,"  Cost 
A ccountant. XXXVII (A p ril, 1959), P« 390.
16
secu rin g  goods t o  be exchanged f o r  c ash . C osts o f  d is t r ib u t io n  
a re  in cu rre d  so t h a t  an a c tu a l  exchange between th e  e n te rp r is e  
and an o u tside  p a r ty  nay be e f fe c te d . A dm inistration  o o s ts , 
in c lu d in g  c r e d i t  and c o lle c tio n  c o s ts ,  a re  in cu rred  t o  f a c i l i t a t e  
bo th  production  and d is t r ib u t io n  functions*  When a d m in is tra tio n  
c o s ts  a re  considered  in  r e la t io n  t o  th e  work w ith  which th e y  a re  
so c lo s e ly  r e l a te d ,  th e y  a re  a c tu a l ,  though in d i r e c t ,  p o r tio n s  
o f production  and d is t r ib u t io n  costs*  In  view o f  th e s e  f a c t s ,  
i t  i s  th e  opinion o f  th e  au th o r t h a t  on ly  two c la s s e s  o f  c o s ts  
should be recogn ized , bo th  revenue producing . These a re  p roductive 
and d i s t r ib u t iv e  costs*
Four types o f  u t i l i t y  a re  g e n e ra lly  recognized  by th e  
econom ists; th e se  ty p e s  o f  u t i l i t y  a re  form , p la c e , timo^ and 
possession* P roduction  invo lves on ly  th e  c re a tio n  o f  foxm 
u t i l i t y *  D is tr ib u tio n  r e f e r s  t o  p ro v id in g  tim e , p la c e , and 
possession  u t i l i t y *  The p r a c t ic a l  d is t in c t io n  between production  
and d is t r ib u t io n  used in  t h i s  s tudy  i s  t h a t  production  i s  th e  
a d d itio n  o f  p h y s ic a l o r  form u t i l i t y  t o  goods w hile d is t r ib u t io n  
i s  th e  a d d itio n  o f  tim e , p la c e , and possession  u t i l i t y *  5
The texm " d is t r ib u t io n  c o s ts"  a s  used in  t h i s  study  
has re fe ren c e  to  a l l  c o s ts  In cu rred  o th e r  th an  th o se  r e la te d  to  
th e  production  o f  p ro d u cts  o r a c q u is i t io n  o f  goods to  be sold*
T h is term  in c lu d es  th e  c o s ts  o f  e f f e c t in g  s a le s ,  o f  g e tt in g  th e  
goods in to  th e  b u y e rs ' p o ssess io n , o f  c o lle c t in g  the  amounts due,
^James Don Edwards, " D is tr ib u tio n  Costs and M arketing 
D e c is io n s ,"  B usiness T op ics.  V IH  (S p rin g , I9 6 0 ), p* 17*
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and a p o rtio n  o f  g e n e ra l a d m in is tra tio n . T his t e r n  in c lu d e s  n o t 
on ly  what i s  commonly known a s  s e l l in g  and d e liv e ry  c o s ts ,  b u t 
a ls o  p o r tio n s  o f  a d m in is tra tio n  and f in a n c ia l  management expense. 
In c lu s io n  o f  p o r t io n s  o f  ad m in is tra tio n  and f in a n c ia l  management 
expense would appear to  be e n t i r e ly  j u s t i f i e d ;  e s p e c ia l ly  i f  th e  
expenses o f  th e  c r e d i t  and c o lle c t io n  departm ent a re  considered  
to  be o f  t h i s  ty p e . The a n a ly s t u s in g  t h i s  d e f in i t io n  i s  
concerned w ith  th e  l i s t  o f expenses which fo llow  th e  g ro ss  
p r o f i t  f ig u re  in  th e  income and expense s ta tem en t.
I t  i s  a common m istake to  regard  d is t r ib u t io n  a s  a 
fu n c tio n  on ly  o f  middlemen and r e t a i l e r s  and confined t o  th e  
f in is h e d  p ro d u c t. D is tr ib u tio n  o p e ra tio n s  may be a p a r t  o f  
every  s te p  in  th e  e n t i r e  p ro cess . D is tr ib u tio n  c o s ts  begin 
w ith  th e  de te rm ina tion  o f  consumer wants and th e  d e lin e a tio n  
o f  m arket o p p o r tu n it ie s , Froduot design  i s  a m arketing  
fu n c tio n  and i t s  c o s ts  a re  d is t r ib u t io n  c o s ts .  Even though 
c o s ts  a re  o f te n  in o u rred  befo re  o r d u rin g  p roduction , th e  
term  " a f t e r  p roduction" i s  o ften  used t o  r e f e r  t o  d is t r ib u t io n  
o o s ts .
C la s s ify in g  a l l  c o s ts  under e i th e r  p roduction  o r d is t r ib u t io n  
c o s ts  i s  conven ien t. However, th e  dangers in  d iv id in g  a l l  business 
c o s ts  in to  th e se  two d iv is io n s  should be recogn ized . Some c o s ts  
a re  p roduction  a n d /o r  d is t r ib u t io n  o o s ts  only  in  th e  v e ry  b roadest 
and long-range se n se . Also i t  i s  o f te n  very  d i f f i c u l t  t o  make 
th e  c u to f f  between production  and d is t r ib u t io n  c o s ts  because o f  
th e  in te r r e la t io n s h ip  which e x is ts  between them. Changes in
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d is t r ib u t io n  methods can seldom be i s o la te d ;  t h e i r  e f f e o t  on 
production u s u a lly  must a ls o  be co n sid ered .^
C la s s if ic a t io n  o f  D is tr ib u tio n  Costs
The g e n e ra lly  accepted  accounting  p ra c tic e  i s  to  
charge d i s t r ib u t io n  c o s ts  a g a in s t th e  o p e ra tio n s  o f  th e  accounting  
period  in  which th e y  a re  in cu rre d . T h is p ra c t ic e  i s  o ften  
follow ed because to o  much u n c e r ta in ty  e x is ts  a s  t o  th e  probable 
r e s u l t s  in  fu tu re  p e rio d s  a r i s in g  from d is t r ib u t io n  expenses 
in cu rre d .
There a re ,  however, excep tions to  t h i s  g en era l r u le .  
Sometimes i t  i s  p o ss ib le  to  determ ine o b je c tiv e ly  th e  amount o f  
d is t r ib u t io n  c o s ts  d e fe rra b le  to  fu tu re  p e rio d s . E xceptions can 
be made through  p repa id  o r  d e fe rred  expense accounts o r  in  th e  
inven to ry  v a lu es  o f  s to o k . Many accoun tan ts b e lie v e  th a t  th e re  
should be a deference  o f  such d i s t r ib u t io n  o o s ts  a s  s a le s  
promotion assuming a change in  th e  normal volume o f  s a le s  du rin g  
th e  period  under rev iew . Unusual a d v e r t is in g  in cu rred  in  one 
period  may j u s t i f i a b ly  be d e fe rred  to  succeeding p e rio d s . F o r 
example, i f  a company a d v e r tis e s  t h i s  month to  p u b lic iz e  a new 
produot t o  be o ffe red  fo r  sa le  f o r  th e  f i r s t  tim e n ex t month,
t h i s  a d v e r t is in g  campaign c o s t could be d e fe rre d .
When expend itu res a re  made f o r  such item s a s  ca ta logues
^John A. B e ck e tt, "The A rt and The Scienoe o f  D is tr ib u tio n
C osting ,"  M anagerial M arketing! P e rsp e c tiv es  and Viewpoints.
E d ited  by Eugene K elly  and W illiam L azar (Homewood, I l l i n o i s :  
Richard D. Irw in , I n c . ,  1958), p . 257.
19
which have a l i f e  o f  se v e ra l y ea rs  and a re  used over t h i s  p e rio d , 
th e  expend itu re  may be charged to  a deferried expense account o r 
expensed immediately* Costs o f tra n s p o r t in g  products t o  warehouses 
and o f  handling  th e  product in to  th e  warehouse a re  p ro p e rly  
in c lu d ab le  in  th e  in v en to ry  v a lu e s  o f  m a te r ia ls  a t  th e  warehouses* 
When t r a n s p o r ta t io n  and handling  c o s ts  a re  added to  in v en to ry  
v a lu e s , th ey  a re  d e fe rre d  u n t i l  th e  m a te r ia l  i s  sold* The 
e f f e c t s  on p r o f i t s  o f t h i s  tre a tm e n t, however, may n o t be 
s u f f ic ie n t  t o  w arran t th e  a d d it io n a l  accounting  e f f o r t  required* 
U nless q u a n ti t ie s  o f  product in  th e  warehouse vary  considerab ly  
from period  to  p e rio d , th e  e f f e c t  on p r o f i t s  i s  im m aterial*
D ire c t . S em id irec t. and In d ire c t  Coats
"D irec t c o s ts  re p re se n t c o s ts  whose a p p lic a tio n  to  s p e c if ic  
segnents o f  a b u sin ess  i s  r e a d i ly  a s c e r t a i n a b l e T h e s e  c o s ts  
oan be d i r e c t ly  Id e n t i f ie d  w ith  th e  s p e c if ic  fu n c tio n  o r th e  
u n i t  be ing  costed*
Sem id irec t c o s ts  a re  r e la te d  to  a p a r t ic u la r  a n a ly s is  in  
some m easurable way; th e se  c o s ts  a re  a combination o f  bo th  d i r e c t  
and in d ir e c t  elements* Sem idirect c o s ts  a re  c o s ts  which cannot 
be d i r e o t ly  id e n t i f ie d  w ith  th e  u n i t  be ing  co sted , bu t good bases 
f o r  a llo c a tio n  a re  a v a ila b le  in  d i s t r ib u t in g  th ese  costs*
" In d ire c t  c o s ts  a re  th o se  in cu rred  f o r  and b e n e f i t in g
^Donald R. Longman and M ichael S e h if f ,  P r a c t ic a l  D is tr ib u tio n  
Cost A nalysis (Homewood, I l l i n o i s :  R ichard D. Irw in , Ino* , 1955) > 
p .  73.
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s a le s  g e n e ra lly  b i t  t h a t  cannot be tra c e d  t o  s p e c if ic  products* 
custom ers, o r  o th e r  fu n c tio n a l u n i t s , "  In d ir e c t  o r jo in t  o o sts  
a re  in cu rred  sim ultaneously  f o r  two o r  more a c t i v i t i e s .  Since 
those  c o s ts  have no m easurable r e la t io n s h ip  w ith  s p e c if ic  u n its*  
th ey  cannot be tra c e d  d i r e c t ly  to  th e  u n i t s .  These j o in t ly  
Incu rred  c o s ts  must be apportioned  to  th e  In d iv id u a l m arketing 
a c t i v i t i e s .  The g rea t bu lk  o f  d is t r ib u t io n  c o s ts  a re  in d i r e c t  
in  n a tu re .
The d is t r ib u t io n  o f  d i r e o t  and in d ir e c t  c o s ts  v a r ie s  
w ith  th e  u n i t  b e in g  co sted . F o r example* th e  c o s ts  t o  o p era te  
a d i s t r i c t  s a le s  o ff io e  would be d i r e c t  o o sts  f o r  a d i s t r i c t  
s a le s  t e r r i t o r y .  A company organized on a product b a s is  
would t r e a t  sa lesm en 's  commissions a s  d i r e c t  c o s ts  to  s p e c if ic  
products* w hile  th e  s a la ry  o f  th e  g en era l s a le s  manager i s  an 
in d ir e c t  c o s t .  Using fu n c tio n a l a n a ly s is ,  d e p re c ia tio n  o f  a 
d e liv e ry  tru c k  i s  a d i r e c t  c o s t and heat*  lig fc t, and m aintenance 
a re  in d ir e c t  c o s ts .
V a riab le . S em ivariab le , and Fixed Costs
D is tr ib u tio n  c o s ts  must be fu r th e r  analyzed in to  v a riab le*  
sem ivariable* and fix ed  c o s ts .  V ariab le  c o s ts  o f  d is t r ib u t io n  
a re  c o s ts  which vary  in  approxim ately  d i r e c t  r a t i o  to  changes 
in  volume. I f  any p a r t  o f  th e  ou tpu t i s  so ld  on th e  b a s is  
o f  a commission on th e  s e l l in g  p r ic e  o r  on th e  b a s is  o f  a d e f in i te
^Michael S e h if f  and Lavrenoe J ,  Bennlnger* Cost Accounting. 
Seeond E d itio n  (New York: The Ronald P re ss  Company, 1963)* P# 559*
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sun p e r  u n i t ,  th e se  c o s ts  w i l l  always he v a r ia b le  and w i l l  
always move in  d i r e c t  r a t i o  w ith  sa les*  When commissions a re  
c a lc u la te d  a s  a given percen tage o f  s a le s ,  th ese  c o s ts  a r e  a 
v a r ia b le  c o s t o f  th e  d i r e c t  s e l l in g  fu n c tio n . Commissions nay 
a ls o  vary  a t  an lno reased  r a t e  a s  s a le s  in c re a se ; th e  change 
i s  v a r ia b le  b u t w ith  th e  r a te  o f  in c re a se  o f  commissions 
exceeding th e  r a t e  o f  th e  sa le s  increase*  H andling, warehousing, 
and sh ipp ing  expenses a re  a d d it io n a l  item s g e n e ra lly  r e f e r r e d  
t o  a s  v a r ia b le  costs*
Many d i s t r ib u t io n  c o s ts  a re  n e i th e r  f ix e d  nor v a r ia b le  
b u t possess some o f  th e  c h a r a c te r i s t i c s  o f bo th ; th ey  a re  in  th e  
n a tu re  o f sem ivariab le  o o s ts .  Sem ivariable  c o s ts  o f  d is t r ib u t io n  
a re  c o s ts  which v a ry  w ith  volume, b u t n o t in  d i r e c t  r a t i o  because 
such c o s ts  con ta in  bo th  f ix ed  and v a r ia b le  elements* An a n a ly s is  
o f  d is t r ib u t io n  c o s ts  w i l l  l ik e ly  re v e a l  t h a t  many o o s ts  a re  
f ix e d  fo r  a given range o f  s a le s  volume b u t do ohange in  amount 
when s u b s ta n t ia l  changes in  volume occu r. For example, f o r  a 
given s a le s  volume ran g e , sa lesm en 's  s a l a r i e s  may be considered  
f ix e d , b u t i f  s a le s  volume in c re a se s  o u t o f  t h i s  range , a d d it io n a l  
salesmen w i l l  be needed and t o t a l  sa lesm en 's  s a la r ie s  w i l l  
increase*  Another example o f a sem ivariab le  d is t r ib u t io n  c o s t 
i s  sa lesm en 's  com pensation, composed o f  b o th  f ix ed  s a la r i e s  and 
commissions which v a ry  w ith  s a le s  volume* S t a t i s t i c a l  techn iques 
such a s  sc a tte rg ra p h  o r th e  l e a s t  squares method can bd used fo r  
se p a ra tin g  th e  f ix e d  and v a r ia b le  elem ents o f  a sem ivariab le  
expense*
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Costs such a s  s a la r ie s  o f  Bales executives* ren t*  and 
b u ild in g  d e p re c ia tio n  remain co n stan t re g a rd le s s  o f t h e  volume; 
th e se  c o s ts  a re  r e fe r re d  to  as f ix e d  c o s ts .  Changes in  th e  
number o f  custom ers o r  p roducts has l i t t l e  e f f e c t  on sa le s  
management c o s t ;  th e se  coBts a re  r e l a t i v e ly  f ix e d  over la rg e  
v a r ia t io n s  in  th e  number o f  custom ers served o r  th e  q u a n tity  
o f  p roduct so ld . There a re  v e ry  few c o s ts  which a re  fix ed  
In th e  sense t h a t  th e y  cannot be chaftged by management a c tio n . 
However, f ix ed  c o s ts  o f  d is t r ib u t io n  a re  more su b je c t to  change 
than  th e  fix ed  o o s ts  o f  p ro d u c tio n . Many d is t r ib u t io n  c o s ts  a re  
f ix ed  f o r  a given range o f  s a le s  volume and become v a r ia b le  when 
s u b s ta n t ia l  changes in  volume occu r. D epreciation* taxes* and 
in su rance  Incu rred  to  opera te  a b ranch may be considered  fixed* 
b u t i f  s a le s  volume d e c lin e s  and th e  branch i s  closed* th e  e n t i r e  
expense may be e lim in a te d .
The d i s t in c t io n  between f ix e d  and v a ria b le  c o s t i s  
u s e fu l  f o r  d is t r ib u t io n  co s t a n a ly s is  as w ell a s  f o r  production 
c o s t a n a ly s is .  The flxBd and v a r ia b le  c la s s i f i c a t io n  f a c i l i t a t e s  
th e  c o n tro l and a n a ly s is  o f d is t r ib u t io n  expenses. T h is d is t in c t io n  
perm its  f le x ib le  budgeting* f a c i l i t a t e s  th e  a l lo c a t io n  o f d is t r ib u t io n  
c o s ts  to  segments o f b u s in e ss , and i s  b a s io  to  break-even a n a ly s is .  
P roper re c o g n itio n  o f th e  f ix e d  and v a r ia b le  c la s s i f ic a t io n  i s  
a ls o  e s p e c ia l ly  Im portan t in  such d e o ls io n s  a s  th e  ad d itio n  o f  
new product l in e s  o r t e r r i t o r i e s .
Production c o s ts  a re  seg rega ted  in to  f ix ed  and v a ria b le  
c la s s i f i c a t io n s  on th e  b a s is  o f  t h e i r  behav io r r e l a t iv e  to  ou tp u t;
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t h i s  a p p lic a tio n  cannot be ap p lied  to  d is t r ib u t io n  c o s ts  w ith  
th e  same degree o f  r e l i a b i l i t y *  S a le s  volume i s  n o t a s u f f ic ie n t  
f a c to r  In  determ in ing  th e  f ix e d  and v a r ia b le  elem ents o f  a l l  
m arketing costs*  The complex n a tu re  o f  many d is t r ib u t io n  c o s ts  
re q u ire  th e  a n a ly s is  o f  c au sa l f a c to r s  o f  v a r i a b i l i ty  to  d iv id e  
th e  c o s ts  in to  f ix e d  and v a ria b le  components. The d i s t r ib u t io n  
o o sts  c la s s i f ie d  a s  f ix e d  o r  v a r ia b le  may change from company to  
company as m anagerial d e c is io n s  may d ic ta te  th e  c la s s if ic a t io n *
The d iv is io n s  between f ix ed  and v a r ia b le  must be f l e x ib le ,  a s  th e  
d is t in c t io n  depends upon th e  c o n d itio n s  in  th e  p a r t i c u la r  business*
C o n tro lla b le  and N oncon tro llab le  Costs
C o n tro llab le  and n o n c o n tro lla b le  c o s ts  have sometimes 
been considered  th e  same as f ix ed  and v a r ia b le  o o s ts ;  however, 
th e se  c la s s i f i c a t io n s  a r e  no t synonymous* The d is t in c t io n  
between "co n tro llab le?  and "n o n co n tro llab le?  i s  made fro s t th e  
p o in t o f  view o f th e  person resp o n sib le*  C o n tro llab le  expenses 
a re  th o se  which a re  su b je c t t o  th e  a u th o r i ty  and r e s p o n s ib i l i ty  
o f  a s p e c i f ic  in d iv id u a l*  The in d iv id u a l 's  r e s p o n s ib i l i ty  i s  
su b je c t to  measurement f o r  on ly  c o n tro lla b le  c o s ts .  C la s s if ic a t io n  
o f  an expense a s  c o n tro lla b le  o r  n o n co n tro llab le  must be made 
w ith in  a framework o f  r e s p o n s ib i l i ty  and time* For example, 
expenses such a s  d e p re c ia tio n  are  n o t c o n tro lla b le  w ith in  th e  
sh o rt ru n , bu t a re  c o n tro lla b le  in  th e  long  run because m anagerial 
d e c is io n s  concerning c a p i ta l  a d d itio n s  determ ine th e  amount o f  
d e p re c ia tio n  charges*
One o f  th e  f i r s t  m ajor s te p s  in  d is t r ib u t io n  c o s t a n a ly s is
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i s  th e  c la s s i f i c a t io n  o f  th ese  c o s ts .  I t  i s  im perative  th a t  
an accu ra te  a n a ly s is  and c la s s i f i c a t io n  be made o f  each d is t r ib u t io n  
expense. Unless management i s  ab le  to  d is t in g u is h  and use 
d is t r ib u t io n  c o s ts  under such headings a s  d i r e c t ,  i n d i r e c t ,  
f ix e d , v a r ia b le ,  c o n tro l la b le ,  and n o n o o n tro llab le , much o f th e  
a n a ly s is  i s  w asted. By using  t h i s  c la s s i f i c a t io n  o f  c o s ts ,  
management can gain an i n s i s t  in to  Which oo sts  can be reduced 
and which c o s ts  w i l l  remain c o n s tan t w ith  changes in  s a le s  volume.
Comparison o f  D is tr ib u tio n  and Production Accounting
There i s  no fundam ental d if fe re n c e  between th e  problems 
involved  in  c o s t accoun ting  fo r  production  and f o r  d is tr ib u t io n *
The c o s t must be lo ca te d  and a l lo c a te d ,  and th e  r e s p o n s ib i l i ty  
f o r  in c u rr in g  th e  c o s t must be in d ic a te d  fo r  c o s t c o n tro l 
purposes. The c o s t accountant must handle  company c o s ts  
th rough  th re e  m ajor s ta g e s :  o o sts  must be recorded a s  th ey  
a re  in c u rre d , c o s ts  must be tra c e d  in  term s o f  in te r n a l  
a c t iv i t y ,  and c o s ts  must be assigned  to  p e rio d ic  revenue.
The second and th i r d  s ta g es  re q u ire  d i f f e r e n t  trea tm en t fo r  
p roduction  than f o r  d is t r ib u t io n  c o s ts .  The techn iques used 
in  d is t r ib u t io n  c o s t accounting  a re  borrowed from c o s t accounting  
f o r  p ro d u c tio n . However, c e r ta in  fundam ental d if fe re n c e s  e x is t  
between d is t r ib u t io n  and p roduction  c o s ts  which make th e  a n a ly s is  
o f d i s t r ib u t io n  c o s ts  more d i f f i c u l t .
Numerous and V aried D is tr ib u tio n  Agencies
Cost c o n tro l i s  more d i f f i c u l t  in  d is t r ib u t io n  than  In
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production  beoauae o f  th e  lac k  o f r e p e t i t iv e n e s s  and th e  lao k  o f 
co n sis ten cy  in  d is t r ib u t io n  opera tions*  The d is t r ib u t io n  
p rocess i s  n o t n e a r ly  a s  h ig h ly  s tan d ard ized  an th e  whole as 
th a t  o f  production* e i th e r  between in d u s tr ie s  o r  even w ith in  
th e  san e  in d u s try . Each o f  th e  o p e ra tio n s  o f  th e  d is t r ib u t io n  
p ro cess  i s  open to  wide v a r ia t io n  o f methods* w ith  v ary in g  costs*  
The n a tu re  o f d is t r ib u t io n  makes fo r  l i t t l e  com parab ility  
between companies* Many com plex ities a re  p resen ted  in  th e  a n a ly s is  
and c o n tro l  o f d is t r ib u t io n  costs*  I t  i s  alm ost im possib le  to  
compare th e  d is t r ib u t io n  c o s ts  o f one company w ith  th o se  o f  
an o th e r because th e  d is t r ib u t io n  p ro ce sse s  probably  w i l l  be 
extrem ely  d if fe re n t*  V astly  d i f f e r e n t  channels o f  d is t r ib u t io n  
can be used f o r  s im ila r  products* For example> one concern 
may use  a w h o le s a le r - r e ta l le r  channel o f  d i s t r ib u t io n ;  an o th e r 
concern may use a d v e r t is in g  and house-to -house  salesmen to  
d i s t r ib u te  a s im ila r  product* On th e  contrary*  th e re  a re  
f a i r l y  d e f in i te  l im i t s  t o  the  p roduction  methods which may be 
employed. M anufacturers producing l ik e  products w i l l  u su a lly  
employ th e  same o r s im ila r  p roduction  p ro c e sse s .
F le x ib le  D is tr ib u tio n  Methods
"P o licy  commitment need n o t be p ro jec te d  a s  f a r  in  th e  
fu tu re  a s  in  th e  case  o f  p roduction  . . . .  T h is s i tu a t io n  
c a l l s  fo r  a g re a te r  degree o f f l e x i b i l i t y  and v e r s a t i l i t y  in  
d is t r ib u t in g  c o s t a n a ly s is  than  i s  u s u a l ly  req u ired  f o r  p roduction  
c o s ts* "9
9J .  Brooks Heokert* The A nalysis and C ontro l o f  D is tr ib u tio n  
Costs (New York: The Ronald P ress  Company* 1940)* p . Xo.
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The f i e l d  o f d is t r ib u t io n  i s  an a rea  where courses o f  
a c tio n  s h i f t  q u ick ly . D is tr ib u tio n  methods must be f le x ib le  
fo r  d r a s t ic  changes and qu ick  re v is io n s  in  th e  channel o f  
d i s t r ib u t io n .  D is tr ib u tio n  agencies may be q u ick ly  re a d ju s te d  
o r s h if te d  from one combination to  an o th e r. A change in  m arket 
co n d itio n s  may n e c e s s i ta te  a re v is io n  in  d is t r ib u t io n  s ta n d a rd s . 
Production changes u s u a lly  remain in  e f fe o t  lo n g e r, and th e  
s tan d ard s  do n o t re q u ire  a s  much re v is io n  a s  d i s t r ib u t io n  
s tan d ard s i f  th ey  a re  c o r r e c t ly  s e t  in  th e  f i r s t  place*
D is tr ib u tio n  c o s ts  a re  norm ally  su b je c t t o  more c la s s i f i c a t io n s  
o r ty p es o f  a n a ly s is  than  those  o f  p roduction . D is tr ib u tio n  c o s ts  
p reaen ted  cm a "p e r product u h i t"  b a s is  a re  n o t a s  m eaningful 
a s  in  production  accoun ting . The t r a c in g  o f  o o s ts  w ith in  th e  
f irm  must be done on th e  b a s is  o f  some type o f  c o s t u n i t .  The 
u n i t  f o r  production  c o s tin g  i s  u s u a l ly  a s p e c if ic  q u a n ti ty  o f  
produot such a s  a pound o f  sugar o r  a g a llo n  o f  o i l .  In  
p ro d u ctio n , c o s ts  a re  a ls o  c o lle c te d  by departm en ts, c o s t c e n te rs , 
and p ro ce sse s . D is tr ib u tio n  c o s t accoun ting  i s  concerned w ith  
determ in ing  c o s t by s a le s  t e r r i t o r i e s ,  by fu n c tio n s , by custom ers, 
by salesm en, by p ro d u c ts , and by s iz e  o f  o rd e r . Cost f ig u re s  
r e l a t in g  to  s p e c if ic  m arket fu n c tio n s  o r s a le s  channels a re  
g e n e ra lly  considered  more h e lp fh l .
In ta n g ib le  Sggt gL gnsn ti
One reason fo r  th e  d if fe re n c e  in  th e  growth c y c le s  o f  
d is t r ib u t io n  and production  c o s t accoun ting  i s  t h a t  th e  l a t t e r  
m easures r e s u l t s  t h a t  a re  q u a n ti ta t iv e  in  c h a ra c te r  and th e
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form er does n o t .  In  aeoounting f o r  m anufacturing c o s ta  
id e n t i f ia b le  q u a n ti t ie s  e re  involved* The end-product o f 
production  accounting  i s  su b je c t to  ready  in te r p r e ta t io n  by 
th e  people possessing  knowledge o f  th e  m anufacturing methods 
invo lved . In  d is t r ib u t io n  c o s tin g , however, i t  i s  n o t so 
easy  to  id e n t i fy  th e  q u a n ti t ie s  w ith  th e  oost in c u rre d . Often 
th e re  may be no q u a n ti ta t iv e  f a c to r s  and q u a l i ta t iv e ,  f a c to r s  
must be used t o  measure th e  r e s u l t s  o f p e rfo rm a n c e .^
D is tr ib u tio n  c o s t accounting  i s  com plicated by th e  
in ta n g ib le  n a tu re  o f many o f th e  in d iv id u a l c o s ts  in vo lved . . .
P sycho log ica l fa c to r s  a re  p resen t in  d is t r ib u t io n  which a r e  
n o t involved in  p roduction . D is tr ib u tio n  c o s ts  a re  a sso c ia te d  
la rg e ly  w ith  human e f f o r t  and th e s e  human a c t i v i t i e s  g e n e ra lly  
cannot be reduced to  m echanical, r e p e t i t iv e  o p e ra tio n s . The 
human element i s  more pronounced in  d is t r ib u t io n  than  in  
production  a c t iv i t y  because th e  worker alone su p p lie s  th e  
human element in  p roduction , whereas in  d is t r ib u t io n  th e  a c tio n  
o f  th e  buyer a s  w ell a s  th e  salesman must be co n sid ered . The 
production  w orkers1 a c t i v i t i e s  a re  d i r e c t ly  l im ite d  t o  th e  
m echanics o f th e  ta s k .  Some d is t r ib u t io n  a c t i v i t i e s  such a s  
packaging and d e liv e ry  o f  goods may be f u l ly  a s  m echanical as 
p roduction , b u t most d is t r ib u t io n  a c t iv i t i e s  such a s  s e l l in g
11a re  n o t p u re ly  m echanical ta s k s .
^ F ra n k  S. Howell, "A 'C o n tr ib u tio n ' Approach to  D is tr ib u tio n  
C o stin g ,"  NACA B u lle t in .  XXXVI, S ection  1 (O otober, 1954), p .  214.
^ H a ro ld  E, Gannon, J r . ,  "Methods o f  M easuring and C o n tro llin g  
D is tr ib u tio n  C o sts ,"  NACA B u l le t in . XXXVI, S ection  1 (March, 1955), p* 931#
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D is tr ib u tio n  p rocesses aye l e s s  e a s i ly  te s te d  than  a re
production  p ro cesses ; many fa o to ry  p rocesses  a re  su b je c t to  r ig id
la b o ra to ry  t e s t s  v i th  a f a i r l y  p re d ic ta b le  outcome. The u n c e rta in  .
f a c to r s  a re  more numerous in  d is t r ib u t io n  than  in  p roduction ; among
th e  l e a s t  p re d ic ta b le  f a c to r  in  d i s t r ib u t io n  i s  th e  demand o f  the
consumer. The a t t i tu d e s  o f  custom ers and com petito rs a re  a lso
d i f f i c u l t  t o  m easure. The la c k  o f  c o n s is te n t r e s u l t s  p re se n ts
a d d it io n a l  d i s t r ib u t io n  problem s, f o r  o ften  th e  e f f o r t s  o f s a le s
promotion may be rewarded w ith  amazing r e s u l t s  in  one t e r r i t o r y ,
whereas s im ila r  e f f o r t s  in  ano ther l ik e  t e r r i t o r y  may produce
only  f r u s t r a t in g  r e s u l t s .  Forces in  e x is te n ce  p r io r  t o  th e  c u rre n t
d is t r ib u t io n  e f f o r t  o ften  a f f e c ts  th e  r e s u l t s  produced. Often
th e  success o f  d i s t r ib u t io n  e f f o r t s  i s  con tingen t upon in ta n g ib le s
which a re  u n p red ic ta b le  such as eye ap p ea l, fa d , seasonal tre n d s ,
12p u b lic  psychology, and com petito rs * a o tio n s .
U ncon tro llab le  F a c to rs
U sually  th e  m a jo rity  o f th e  co n d itio n s  surrounding 
production  expense are  e n t i r e ly  w ith in  management c o n tro l;  r e s u l t s  
o f  a l te r n a t iv e  courses o f  a c tio n  can be measured v i th  a considerab le  
degree o f  su ccess . AH circum stances a r e  conducive to  accu ra te  
reco rd in g  o f  m easurable work and a c c u ra te  u n i t  c o s ts  can be 
secu red . I t  i s  e a s ie r  to  develop e ff io ie n o y  in  th e  p la n t  because 
f a c t s  oan be more r e a d i ly  determ ined and co n d itio n s  more re a d i ly
^ A r th u r  H. Sm ith, " D is tr ib u tio n  Cost A nalysis P o in ts  th e  
Way to  More P ro f i ta b le  B u sin ess ,"  1950 Conference Proceedings 
(New York* N a tio n a l A ssocia tion  o f Cost A ccountants, 1950), p . 80 .
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co n tro lled *  General b u sin ess  c o n d itio n s , th e  w eather, and a 
v ide v a r ie ty  o f o th e r  u n c o n tro lla b le  f a c to r s  a f fe c t  th e  r e s u l ts  
o f  d is t r ib u t io n  a c t i v i t i e s  and th e se  f a c to r s  change rap id ly*
The co n d itio n s under which d is t r ib u t io n  c o s ts  a re  in cu rred  o ften  
make c o s tin g  fo r  c o n tro l and p lann ing  purposes mare d i f f ic u l t*  
There i s  o ften  th e  absence o f  d i r e c t  c o n tro l by one 
o rg an iza tio n  over im portan t c o s t ly  a re a s  o f  d i s t r ib u t io n .  In  
p roduction , th e  m anufacturer i s  in  r e l a t i v e ly  d i r e c t  c o n tro l 
o f  th e  o p e ra tio n s  which he w ishes to  change* However, in  
d is t r ib u t io n  he must work w ith many o p e ra tio n s t h a t  a re  n o t 
su b je c t t o  d i r e c t  m anagerial c o n tro l ,  such a s  th e  d e a le rs  who 
d i s t r ib u te  h i s  product* The a c tio n s  o f  custom ers and com petitors 
a re  a ls o  no t under m anagerial con tro l*  Concerns have to  s o l i c i t  
b u s in ess  where th e  custom ers a r e ,  n o t n e c e s s a r i ly  in  th e  lo ca tio n  
th e  concern would lik e*  Customer o a l l s  a re  made a t  th e  convenience 
o f  p ro sp ec tiv e  bu y ers , n o t a t  th e  convenience o f  th e  company.
The s iz e  o f th e  m arket and th e  co n d itio n s  under which a customer 
w i l l  give an o rd e r a r e  n o t c o n tro lla b le *  Management has l i t t l e  
c o n tro l over what custom ers w i l l  do , since  th e y  may respond to  
v a rio u s  ap p ea ls .
Production c o s ts  a re  in cu rred  in  end n e a r  a sp e o if io  p la c e , 
th e  p la n t ,  td iile  d is t r ib u t io n  a c t i v i t i e s  a re  spread over th e  
whole m arketing a rea  which f re q u e n tly  re p re se n ts  th e  e n t i r e  
n a tio n . The s e t t in g  f o r  d is t r ib u t io n  ranges from densely  
populated  c i t i e s  to  la rg e  sp a rse ly  s e t t l e d  r u r a l  areas*
With so many fu n c tio n s  performed away from company lo c a tio n s ,
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th e re  a re  no in sp e c to rs  o r tim ekeepers a v a ila b le  when a salesman 
c o n ta c ts  a p ro sp ec tiv e  custom er. W ithin th e  fa c to ry , tim e and 
motion s tu d ie s  can be used to  measure e f f o r t ;  no such exac t 
measure o f s e l l in g  e f f o r t  can be achieved in  d is t r ib u t io n  
a c t i v i t i e s .
Economic F a c to rs '
Some economic f a c to r s  a re  a handicap to  s c i e n t i f i c  
management o f  d is t r ib u t io n  a c t i v i t i e s .  There i s  an in h e re n t 
tendency f o r  d is t r ib u t io n  c o s ts  t o  r i s e  v i th  expanded s e l l i n g  
e f f o r t s  w hile  production  c o s ts  ten d  to  f a l l  v i th  in c reased  
m anufacturing  volume. As more p roducts a re  produced, more 
e f f o r t  i s  n ecessa ry  to  f in d  a d d it io n a l  custom ers and to  open 
new t e r r i t o r i e s .  During p e rio d s  o f  keen com petition management 
f in d s  i t  i s  f a r  more d i f f i c u l t  t o  in c re a se  th e  s a le s  w ithout 
In c re a s in g  th e  m arketing  c o s ts  mare than  pro r a t a .
H is to r ic a l ly ,  most s a le s  managers have considered  an 
in c reased  s a le s  volume a s  t h e i r  goal w ith  l i t t l e  re g a rd  t o  
p r o f i t .  S e l l in g  e f f ic ie n c y  has u s u a lly  been measured in  increased  
s a le s  volume as an in d ic a tio n  o f in c reased  p r o f i t a b i l i t y .  
F req u en tly , however, in c reased  s a l e s  volume does n o t mean 
in c reased  p r o f i t .  With th e  in tro d u c tio n  o f  m arketing  management, 
t h i s  goa l i s  changing a s  s a le s  managers see th a t  in c reased  
s a le s  do no t always mean g re a te r  p r o f i t s .  T his m anagerial 
a t t i tu d e  has n o t been p rev a len t in  p roduction  because th e  
goa l in  production  has been decreased  c o s t p e r u n i t .  P roduction 
e f f ic ie n c y  i s  g e n e ra lly  measured in  term s o f  d ecrea sin g  u n i t  c o s ts .
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In  p roduction  th e re  i s  a co n stan t d r iv e  toward th e  immediate 
red u c tio n  o f  d i r e c t  o o s ts s The most e f f e c t iv e  means to  reduoed 
d is t r ib u t io n  c o s t r a t i o s  i s  o ften  more e f fe c t iv e  s a le s  r e s u l t s  
w ithout any decrease  in  t o t a l  c o s ts .
Com petitive d is t r ib u t io n  i s  o ften  w aste fu l because th e  
market t e r r i t o r y  volume may be so sm all th a t  one d i s t r ib u to r  
could handle th e  volume. When a second d i s t r ib u to r  e n te rs  th e  
t e r r i t o r y ,  t o t a l  d i s t r ib u t io n  c o s ts  may double w ith  l i t t l e  
o r no in c reased  t o t a l  volume.
D is t r ib u to r s  have to  co n sid er s o c ie ty 1 s  requirem ents 
a s  expressed th rough  p u b lic  re g u la to ry  a u th o r i t i e s .  Often th e  
p u b lic  a t  la rg e  i s  u n c e rta in  a s  t o  uha t b e n e f i ts  i t  d e s i r e s  from 
a d is t r ib u t io n  system . These agencies t r y  t o  c o n tro l p r ic e s  
f o r  th e  purpose o f p re se rv in g  com petition . D is tr ib u tio n  e f f o r t s  
a re  o ften  surrounded by  ru le s  and th e o r ie s  which h in d e r e f f o r t s  
t o  d i s t r ib u te  goods econom ically .
J o in t  Cost A lloca tion
A m ajor problem in  bo th  d is t r ib u t io n  and p roduction  co st
accounting  i s  th e  a l lo c a t io n  o f  j o in t  o r  in d i r e c t  c o s ts .  Uhan
an expenditure  i s  in cu rred  f o r  an e f f o r t  o r  se rv ic e  th a t  i s
w holly a p p lic a b le  to  one c la s s i f i c a t io n  fo r  which c o s ts  a re
d e s ire d , d is t r ib u t io n  o r p roduction  c o s tin g  i s  r e l a t i v e l y  sim ple.
In d ir e c t  o r  j o in t  o o s ts  have been troublesom e in  p roduction ,
b u t th e y  a re  even more so in  d i s t r ib u t io n .  G enerally  th e
p ro p o rtio n  o f th e  t o t a l  number o f  item s o f d is t r ib u t io n  c o s ts  
f o r  a given concern t h a t  a re  d i r e o t  i s  sm all a s  compared v i th
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t h a t  o f p roduction  c o s ts .
C erta in  d is t r ib u t io n  c o s ts  such a s  la b o r , m a te r ia l ,  
d e liv e ry , and packaging c o s ts  can be tra c e d  d i r e c t ly  t o  th e  
c o s t-u n it  f o r  vhioh  th e  expenditure  was made. For example, 
sa lesm en 's  commissions axe d i r e c t  c o s ts  and a re  in cu rred  only 
in  sp e c if ic  c a se s ; th ese  co st can be d i r e c t ly  a t t r ib u ta b le  to  a 
s p e c if ic  s a le .  There a re  a ls o  c e r ta in  m arketing  s e rv ic e s  such 
a s  c r e d i t ,  r e tu rn  p r iv i le g e ,  and s e rv ic in g  o f  p ro d u cts  which 
can be re la te d  to  u n i ts  o f  p ro d u c t. However, w hile th e se  
se rv ic e s  a re  r e la te d  to  p roduction  u n i t s ,  th e y  a re  no t 
n e c e s s a r ily  in cu rred  by a l l  u n i ts  o f  p ro d u ct. Other d is t r ib u t io n  
c o s ts  cannot be c le a r ly  id e n t i f ie d  w ith  u n i ts  o f  p roduct 
because th ese  ex p en d itu res  a re  in cu rre d  by th e  e n te rp r is e  
as a whole a s  a n e c e s s i ty  o f be ing  in  b u s in e ss .
One o f  th e  problems In h e ren t in  d is t r ib u t io n  c o s ts  i s
th e  d i f f i c u l t y  o f  a l lo c a t in g  th e  o o s ts  in cu rred  to  th e  s a le s
o b ta in ed . In  d i s t r ib u t io n  th e re  i s  o ften  a tim e la g  between
e f f o r t  and r e s u l t  s in ce  th e  e n t i r e  d i s t r ib u t in g  p rocess may
exbend over a long  period  o f tim e . Often a re la t io n s h ip
between e f f o r t  and r e s u l t s  i s  d i f f i c u l t  t o  o b ta in . During
any one f i s c a l  p e rio d , f o r  example, th e  s a le s  may b e a r l i t t l e
r e la t io n  to  th e  a d v e r t is in g  expense In c u rre d . R e su lts  ob tained
from c e r ta in  d is t r ib u t io n  e f f o r t s  such a s  a d v e r t is in g  and s a le s
promotion do no t always appear in  th e  same period  th e  oost was
in c u rre d . The response t o  th e  f i r s t  a d v e r t is in g  campai&i may 
be n e g lig ib le  a s  successive  appea ls a re  o ften  n ecessa ry  befo re
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th e  p ro spec t becomes a buyer. I n s t i tu t i o n a l  a d v e r t is in g  i s  
o ften  designed t o  develop brand rec o g n itio n  o r  to  promote long  
range product expansion . I n s t i t u t i o n a l  a d v e r t is in g  u su a lly  
re p re se n ts  a c a p i ta l  expenditure  in s o fa r  a s  i t  a id s  in  th e  
c re a tio n  o f  goodw ill. A dvertis ing  expend itu res o f  t h i s  type  no t 
on ly  may generate  s a le s  Im m ediately, b u t o ften  w i l l  have re s id u a l  
b e n e f i t s .  Another d i f f i c u l t y  w ith  a d v e r t is in g  i s  th a t  f re q u e n tly  
th e  expense in cu rre d  t o  develop one s p e c if ic  p roduct l in e  may 
s tim u la te  th e  s a le  o f  ano ther p roduct l in e  on which no d i r e c t  
a d v e r t is in g  oost h as  been in c u rre d . T h ere fo re , th e  jo b  o f
13in te r p r e ta t in g  th e  r e s u l t s  ob ta ined  i s  extrem ely d i f f i c u l t .
Because th e  m a jo rity  o f  d i s t r ib u t io n  c o s ts  a re  in d i r e c t  
expenses and cannot be apportioned to  sp e o if io  c o s t u n i ts ,  
th e  r e s u l t s  which jo in t ly  stem from such o o s ts  must be determ ined 
and se p a ra ted . A la rg e  number o f  a l lo c a t io n s  must be made; 
th e se  a l lo c a t io n s  must u su a lly  be made to  more k inds o f  u n i ts  
o f measurement than  fo r  s im ila r  cases in  p ro d u ctio n . Often 
th e re  i s  th e  la c k  o f  sound and determ inab le  b a s is  by which 
many o f  th e  c o s ts  can be a llo c a te d ;  because th ese  a l lo c a t io n s  
oan be achieved so many ways, a uniform  b a s is  o f  apportionm ent 
1b g e n e ra lly  n o t e s ta b lis h e d .
O b jectives o f  D is tr ib u tio n  Cost Accounting
D is tr ib u tio n  c o s t accoun ting  in co rp o ra te s  bo th  d is t r ib u t io n
^ T h e  N a tio n a l A ssociation  o f A ccountants, Cost C ontro l 
f o r  M arketing O perations. Research S e r ie s  Vo. 25, 2o, 27 (New YorkjThe 
N a tio n a l A ssocia tion  o f  A ccountants, 1954) j P* 25#
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c o s t c o n tro l and d is t r ib u t io n  c o s t a n a ly s is .  D is tr ib u tio n  co st 
a n a ly s is  i s  a d i f f e r e n t  p rocess than  d is t r ib u t io n  c o s t c o n tro l , 
and th e  d i f f e r e n t  approaches use d i f f e r e n t  tec h n iq u e s . Cost 
c o n tro l s tu d ie s  th e  measurement o f  th e  performance o f  a fu nc tion  
a g a in s t a predeterm ined goa l o f  perform ance. T h is predeterm ined 
goal may range from a crude average o f  p a s t performance to  a 
s c i e n t i f i c a l ly  determ ined standard  based on tim e and m a te r ia l  
s tu d ie s .  The d if fe re n c e  between th e  a c tu a l  and predeterm ined 
perform ance, u su a lly  c a l le d  th e  v a ria n c e , i s  s tu d ied  v i th  th e  
purpose o f  d ecreasin g  c o s t and Im proving performance e f f ic ie n c y .
Cost c o n tro l i s  concerned v i th  charges a t  th e  p o in t o f  
incu rrence  o r o r ig in  r a th e r  than  v i th  th e  a l lo c a t io n  o f  th e  
charges to  p e rio d s , p ro d u c ts , and t e r r i t o r i e s .  D is tr ib u tio n  c o s t 
c o n tro l invo lves th e  a p p lic a tio n  o f  th e  p r in c ip le s  o f  budgeting  
and s tandards t o  fu n c tio n a l c o s ts  v h ich  th e  b u sin ess  p lan s 
to  ln c u r r .  D is tr ib u tio n  co s t c o n tro l i s  concerned w ith  th e  
d ir e c t io n  o f b u sin ess  a c t i v i t i e s ;  th e  d is t r ib u t io n  method 
has a lre ad y  been determ ined by management.
D is tr ib u tio n  co s t a n a ly s is  i s  e s s e n t ia l ly  a (search 
fo r  b e t t e r  vays o f  perform ing th e  d is t r ib u t io n  ta s k s .  D is tr ib u tio n  
c o s t a n a ly s is  i s  th e  assem bling o f d i s t r ib u t io n  c o s t item s in to  
m eaningful c la s s i f i c a t io n s ;  th e se  c la s s i f i c a t io n s  a re  then  
compared v i th  a l te r n a t iv e  expend itu res and v i th  r e la te d  s a le s  
volumes and g ro ss  m argins. T his accounting  approach i s  undertaken 
in  o rd er t o  a id  in  th e  s e le c tio n  o f  p roducts and t e r r i t o r i e s ,  
in  th e  channels and methods o f  d i s t r ib u t io n ,  and in  th o se  q u a n tity  
s iz e s  in  which s a le  or d e liv e ry  w i l l  y ie ld  th e  l a r g e s t  n e t  p r o f i t .
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D is tr ib u tio n  c o s t a n a ly s is  seeks to  d isco v e r and e lim in a te  th e  
weak a re a s  l a  th e  d is t r ib u t io n  p o lic y  and i s  concerned v i th  
e f f o r t s  t o  d isco v e r th e  most prem ising a sp e c ts  o f  th e  b u s in e ss .
Both d is t r ib u t io n  c o s t c o n tro l and d is t r ib u t io n  co s t a n a ly s is  
w i l l  be d iscu ssed  In t h i s  d i s s e r ta t io n ,  v i th  more a t te n t io n  
given to  d is t r ib u t io n  co s t c o n tro l ." ^
Managerial Assistance
In  g en era l th e re  are  tvo  purposes o f  d i s t r ib u t io n  oost 
accoun ting . F i r s t ,  d i s t r ib u t io n  c o s t c o n tro l and a n a ly s is  i s  
m otivated  by a d e s ire  f o r  mare e f f e c t iv e  p lann ing  vhioh v i l l  
lead  to  b e t t e r  c o n tro l over d is t r ib u t io n  c o s t .  T h is approach 
i s  a ls o  concerned v i th  m eeting th e  needs o f  management in  
supply ing  in fo rm ation  th a t  v i l l  ba h e lp fu l  in  d e c is io n s  
r e l a t i v e  t o  in c re a s in g  th e  p r o f i t a b i l i t y  o f  d is t r ib u t io n  
methods. D is tr ib u tio n  co s t accoun ting  can fo rce  a re v ie v  o f 
th e  company's m arketing  p lan ; t h i s  re v ie v  p rov ides management 
v i th  a b e t t e r  understand ing  o f  i t s  m arketing  s t r u c tu r e .  The 
seoond broad o b je c tiv e  o f  d is t r ib u t io n  co s t accoun ting  i s  to  
j u s t i f y  coursee o f  a c tio n  befo re  re g u la to ry  bod ies v h ich  a re  
concerned v i th  m arketing  p o l ic ie s .
D is tr ib u tio n  c o s t accounting  p rov ides v a rio u s  le v e ls  
o f  management v i th  d is t r ib u t io n  o o st d a ta  n ecessa ry  t o  th e  
c o n tro l  o f  t h e i r  c o s t and in su re s  t h a t  a l l  su p e rv iso rs  and
^D onald  R, Longman, "The Values and Uses o f  D is tr ib u tio n  
Cost A n a ly s is ,"  Report o f  An American M arketing A ssoc ia tion  C o n a ittea , 
S p ec ia l Report No, 26 (Nev Yorks Amerloan Management A sso c ia tio n , In c , 
1957), p . 100.
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employees in  d is t r ib u t io n  a re as  m ain tain  h igh  performance 
s ta n d a rd s . The m arketing  expenses in cu rred  in  each m arketing 
a c t iv i t y  are  de te rm ined , and th e  p r o f i t a b i l i t y  o f o p e ra tio n s  
in  in d iv id u a l segments o f  th e  bu sin ess  a re  m easured. Unfavorable 
d e v ia tio n s  and in e f f io ie n o ie s  in  d i s t r ib u t io n  procedures a re  
in d ic a te d  w hile e v a lu a tin g  th e  perform ance o f  th e  m arketing 
methods employed; th e  superv iso r and departm ents re sp o n sib le  
f o r  th e  in e f f ic ie n c ie s  are  a ls o  in d ic a te d . The d e ta i le d  reco rd  
p rov ides a  b a s is  f o r  c o rre c tiv e  a c t io n .
Not on ly  w i l l  d is t r ib u t io n  c o s t accounting  re v e a l 
in e f f ic ie n c ie s  in  m arketing , b u t d is t r ib u t io n  c o s t accounting 
i s  a ls o  designed to  re v e a l sources o f  p r o f i t s  and lo s s e s .
M arketing p o l ic ie s ,  methods, and a c t i v i t i e s  can be reviewed 
in  term s o f t h e i r  e f f e c t  on c o s t and Income. T his review  can 
bis used to  a id  management in  de term in ing  p ro f i ta b le  o b je c tiv e s  
f o r  the  b u s in e ss . D is tr ib u tio n  c o s t accounting  f a c i l i t a t e s  
a p p ra is a l  o f th e  p r o f i t a b i l i t y  o f changing d is t r ib u t io n  p o l ic ie s  
and tech n iq u es . D is tr ib u tio n  co s t a n a ly s is  oan lead  to  improved 
p r o f i t s  through e lim in a tin g  u n p ro fita b le  t e r r i t o r i e s  and product 
l i n e s ,  o r  by a d ju s tin g  s e l l in g  p r ic e s .  One o f  th e  fundam ental 
o b je c tiv e s  o f  c o n tro l l in g  and an a ly z in g  d is t r ib u t io n  c o s ts  i s  
to  s  e le c t  th e  combination o f  d i s t r ib u t io n  methods and channels 
o f  d is t r ib u t io n  which w i l l  be most p ro f i ta b le  i n  th e  long ru n .
The o b je c tiv e  o f  d i s t r ib u t io n  c o s t accounting  i s  no t 
n e c e s s a r ily  c o s t red u o tio n ; th e  o b je c tiv e  i s  to  in su re  th e  most 
e f fe o t iv e  use o f  d is t r ib u t io n  expend itu res  in  term s o f  maximizing 
p r o f i t s .  T his approach d i f f e r s  in  c e r ta in  re s p e c ts  from production
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c o s t a n a ly s is  whose o b jec tiv e  i s  u s u a l ly  c o s t reduction*  In  
f a o t ,  a s  a r e s u l t  o f  d is t r ib u t io n  c o s t a n a ly s is  d is t r ib u t io n  
expend itu res may be in c reased  in  o rd er to  a t t r a c t  a g re a te r  
share  o f th e  market*
Government R egu la tions
No d isc u ss io n  o f  a program fo r  th e  development o f  
d is t r ib u t io n  c o s t accounting  vould be complete w ithout co n sid era tio n  
be ing  given t o  th e  problems which a r i s e  in  t h i s  f i e l d  because o f  
le g is la t io n  and government reg u la tio n *  Since re g u la tio n  o f  b u siness 
n e c e s s a r i ly  a f f e c t s  d i s t r ib u t io n ,  no study  o f  d is t r ib u t io n  and 
i t s  c o s ts  should ignore  th e  e f f e c ts  o f  in c re a s in g  in te rv e n tio n  
o f  government in  th e  conduct o f  p r iv a te  b u s in e ss . F ed e ra l 
l e g is la t io n  in  th e  m a tte r  o f  m arketing  p ra o tio e s  and p r ic e  f ix in g  
has now made a knowledge o f  d is t r ib u t io n  o o s ts  a n e c e s s i ty .
The Sherman A ct, th e  F ed era l Trade Commission A ct, and 
th e  Clayton Act were a l l  e a r ly  in tru s io n s  o f th e  government in to  
th e  d is t r ib u t io n  f i e l d .  The Sherman Act o f  1890 i s  th e  b a s ic  
f e d e ra l  a n t i - t r u s t  law* The purpose o f  t h i s  Act was to  p reserv e  
th e  com petitive  system  by fo rb id d in g  c o n tra c ts ,  com binations, o r  
c o n sp irac ie s  in  r e s t r a i n t  o f  tra d e  and a c tu a l  m onopolies o r 
a ttem p ts  t o  monopolize tra d e
The F adera l Trade Commission Aot o f  1914 i s  in  r e a l i t y  
a re in fo rcem ent and ex tension  o f th e  Sherman A ct. T h is Act 
c re a te d  th e  F edera l Trade Commission, an agency w hich has
1*5J .  Brooks H eckert, The A nalysis and C on tro l o f  D is tr ib u tio n  
Coats (New York* The Ronald P re ss  Company, 1940!), P» 353*
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ju r is d ic t io n  over a wide range o f  u n fa ir  com petitive  methods and 
p ra o t ic e s .  A second p ro v is io n  o f  th e  F e d e ra l Trade Commission 
Act provided th a t  u n fa ir  methods o f  com petition were d ec la red  
unlawful.^
The Clayton Act o f 1914 was designed to  e lim in a te  c e r ta in  
com petitive  methods th a t  were considered  to  be p o ten t weapons o f  
monopoly. T his Act was d ire c te d  a g a in s t such p ra o tic e s  aa  p r ic e  
d isc r im in a tio n , in te r lo c k in g  d i r e c to r a te s ,  a c q u is i t io n  o f  s tock  
in  competing c o rp o ra tio n s , and ty in g  c o n tra c ts  which fo rc e  th e  
buyer t o  buy supplem entary and p o ss ib ly  u n d esirab le  l in e s .
In  a d d itio n  to  cu rb ing  m onopo listic  powers o f  la rg e  i n d u s t r ia l  
concerns, t h i s  Act v e s ted  a u th o r i ty  in  th e  F edera l Trade 
Commission t o  en fo rce  compliance w ith  th e  la v ,  su b je c t to  review  
by th e  fe d e ra l c o u r ts .  The g en era l e f f e o t  o f  th e  Clayton Act 
was to  p ro h ib it  d isc r im in a tio n  on ly  where i t h a d  a s e r io u s  e f f e c t  
on com petition  g e n e ra lly . Demands a ro se  fo r  f u r th e r  re g u la to ry  
leg is la tio n .* ^ 7
The N a tio n a l Recovery A dm inistra tion  o f  1933 attem pted
t o  e s ta b l is h  re  s t r u c t  io n s  on s e l l in g  below c o s t .  Because o f  th ese
r e s t r i c t i o n s ,  th e  Act had to  develop p r in c ip le s  o f  c o s t de te rm ina tion
which could be un ifo rm ly  ap p lied  th roughout in d u s try . Not long
a f t e r  th e  ab rup t demise o f  N a tio n a l Recovery A dm in istra tion , b u sin ess
was confronted  w ith  more d e f in i te  c o s t de te rm ina tion  problems as
18a r e s u l t  o f  th e  passage o f  th e  Robinson-Patman Act.
l6 £ b id . ,  p . 354.
17I b i d . ,  p . 355.
^ D av id  R. Anderson and Leo A. Schmidt, P ra c tlc a l^ C o n tro lle rsh ip  
(Homewood, I l l i n o i s :  R ichard D. Irw in , I n o . ,  1961), p .  286.
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The Robinson-Patman Act i s  a p e r t  o f  th e  a n t i - t r u s t
le g is la t io n  o f th e  n a tio n  because i t  amended S ection  2 o f  th e
Clayton Act. Of th e  v a rio u s  re g u la to ry  a c ts  which a re  adm in istered
by th e  F edera l Trade Commission, th e  F ed e ra l Trade P ra c tio e  Act
o f 1936, b e t t e r  known a s  th e  Robinson-Fatman A ct, i s  o f th e
g re a te s t  d i r e c t  in t e r e s t  t o  th e  c o s t acco u n tan t. I n t e r e s t  in
d is t r ib u t io n  c o s t a n a ly s is  in c reased  im m ediately w ith  th e  passage
o f th e  Robinscn-Patman A ct, because knowledge o f  d is t r ib u t io n
c o s ts  became a p re re q u is i te  t o  i n t e l l i g e n t  p r ic e  d e te rm in a tio n .
I t  i s  no t a law  f o r  r a i s in g  o r low ering  p r ic e s ;  i t  i s  a law
s o le ly  r e l a t in g  to  th e  re la t io n s h ip  between p r ic e s  w hich d i f f e r e n t
custom ers pay in  a s in g le  m arket.
The g en era l purposes o f  th e  Robin son-Patman 
Act a re :  (1) to  p ro h ib it  d isc r im in a tio n  Ih  p r ic e  
o r  in  term s o f  sa le:betw een pu rchase rs o f 
commodities o f  l ik e  grade and q u a l i ty ,  (2) to  
p ro h ib it  th e  payment o f  brokerage o r commissions 
under dummy brokerage f irm s , (3) t o  suppress 
p seu d o -ad v e rtis in g  a llow ances, and (A) t o  p rov ide ^9 
a presum ptive measure o f  damages in  c e r ta in  ca se s .
The Act was m otivated  by a d e s ire  to  p ro te c t  sm all
b u sin ess  o rg an iz a tio n s  from m isuse o f  th e  advantages which
la rg e  s iz e  and buying power may g ive  t o  some o f  t h e i r  com petito rs.
I t  was thought a la rg e  buyer going in to  a market could persuade
some s e l le r s  to  g ive  him e x tra o rd in a ry  concessions in  th e  form o f
lower c o s ts  f o r  m a te r ia ls  and m erchandise m erely because he could
o f f e r  a la rg e  purchase t o  th e  s e l l e r .
*^John J .  W. Neuner, Cost Accounting -  P rinc ip les and 
P ractice . F ifth  Edition (Homewood, I llin o is*  Richard D. Irw in,
I n c . ,  1957), pp . 870-871.
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The f i r s t  p ro v is io n  above im p lie s  th a t  a businessman
must f i r s t  c la s s i f y  h is  p roducts o r commodities in to  groups;
c o s ts  o f  production  and d is t r ib u t io n  must be analyzed on a
product and on a m arket o r  a rea  b a s i s .  P roducts t h a t  a re
p e rfe c t  s u b s t i tu te s  f o r  each o th e r  may be considered d i f f e r e n t
i f  t h e i r  brand la b e ls  d i f f e r  because o f  th e  Imputed value of
th e  l a b e l .  The Supreme Court recogn izes a brand a s  something 
20o f  r e a l  value*
Thus a s e l l e r  who indu lges in  th e  luxury  o f d i f f e r e n t  
p r ic e s  t o  h i s  custom ers f a r  th e  same o r s im ila r  
commodities must be prepared  to  show (a) t h a t  he 
. i s  n o t in  i n t e r s t a t e  commerce, o r  (b) t h a t  h i s  
p r ic in g  p ra c t ic e s  do no t ten d  to  have a s u b s ta n t ia l ly  
u n d es irab le  e f f e c t  e i th e r  on h i s  own com petito rs 
o r among h i s  custom ers, o r  (o) t h a t  ih e  s a le s  in  
question  a re  n o n re p e tit iv e  s a le s  o f  d i s t r e s s  
m erchandise, o r  (d) th a t  he i s  m erely making a 
good f a i t h  e f f o r t  t o  meet th e  p r ic e  com petition  
o f  h i s  p e e rs , o r ,  f i n a l ly ,  f a i l i n g  th e se  o th e r  
d e fe n se s , (e) t h a t  h is  p r ic e  d if fe re n c e s  a re  
j u s t i f i e d  by h is  c o s t d i f f e r e n c e s .21
The f i r s t  defense i s  o f  l i t t l e  a v a i l  because o f  th e
d i f f i c u l t y  o f  de te rm in ing  what c o n s t i tu te s  i n te r s t a t e  coranerce.
P roof o f  th e  second and fo u r th  d efen ses a re  v e ry  d i f f i c u l t  in
view o f  th e  F ed e ra l Trade C otonlssion 's in te r p r e ta t io n s  o f  th ese
p h rases . E xceptions to  th e  g en era l r u le  a re  provided in  th e
th i r d  defense concerning  th e  d isp o sa l o f  o bso lescen t and
seasonal goods. Since th e  th i r d  defense  th a t  th e  s a le s  a re  , .
n o n re p e tit iv e  s a le s  o f  d i s t r e s s  m erchandise i s  o f  no a v a i l
2 % e rb e r t F , T aggart, "Cost J u s t i f i c a t io n  Under th e  Robinson- 
Patman A ct,"  Jo u rn a l o f  Accountancy. Cl (June, 1956), p . 52.
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in  r e p e t i t iv e  t r a n s a c t io n s ,  co st j u s t i f i c a t io n  rem ains a s  th e  
d e fe n se * ^
The use o f  d is t r ib u t io n  c o s t accoun ting  makes i t  le g a l ly  
f e a s ib le  to  charge d i f f e r e n t  p r ic e s  to  d i f f e r e n t  ty p es o f  
consumers* T h is p asses on to  consumers th e  advantages o f  buying 
in  those  q u a n ti t ie s  o r  by those  methods which r e s u l t  in  sav ing  
t o  th e  s e l le r*  The Accounting D iv ision  o f  th e  F ed e ra l Trade 
Commission s tu d ie s  p r ic in g  p o l ic ie s  and c o s t d a ta  on Robinson- 
Fatman cases* A respondent may e le c t  to  j u s t i f y  p r ic e  d if fe re n c e s  
an th e  b a s is  o f h is  co s t o f  doing b u sin ess  w ith  d i f f e r e n t  c la s s e s  
o f  customers* P ric e  v a r ia t io n s  a re  allowed fo r  d if fe re n c e s  
a r i s in g  in  th e  c o s t o f  m anufacturing d i f f e r e n t  q u a n t i t ie s ,  th e  
c o s t o f  s a le s ,  o r  co st o f  d e liv e r in g  c e r ta in  q u a n t i t ie s .  P rice  
d i f f e r e n t i a l s  g ran ted  must n o t exceed d if fe re n c e s  in  th e  c o s t  
o f  se rv in g  d i f f e r e n t  custom ers. Not on ly  oan p r ic e  d i f f e r e n t i a l s  
be j u s t i f i e d  by c o s t d i f f e r e n t i a l s ,  b u t a ls o  a lower p r ic e  can 
be made In  good f a i t h  to  meet t  p r ic e  quoted by a c o m p e ti to r .^
The co st j u s t i f i c a t io n  can be a p p lied  on ly  i f  th e  p r ic e  
d i f f e r e n t i a l  i s  o ffe re d  to  a l l  custom ers who meet th e  co n d itio n s  
on which th e  d i f f e r e n t i a l  i s  based . P ric e  d i f f e r e n t i a l s  based 
on d if fe re n c e s  In th e  fu n c tio n s  performed by th e  d i f f e r e n t  c la s s e s  
o f  custom ers may be g ran ted  w ithout any requirem ent fo r  oost
^ I b i d .
^ A r th u r  E. L undvall, "The Accounting D iv ision  o f  th e  
F ed era l Trade Commission,” The New York C e r t i f ie d  P u b lic  Accountant. 
XXVIII (September, 1958), p T T ^ l.
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ju s t if ic a t io n . This i s  because customers in  d iffe re n t fhnoticnal 
groups a re  normally not in  competition with each o ther.
Under the Robinson-Patman Act manufacturers may a t  any 
time be called upon to  ju s t ify ,  on the b asis  of co st, quantity  
discounts given to  large quantity  purohases. This Act permits 
quan tity  discounts i f  the same discount i s  given to  a l l  customers 
purchasing the s ame quantity . I f  a company grants quantity  
discounts, the discount ra te s  should not be established on 
q u an titie s  so high th a t only a few favored customers can take 
advantage o f them. The quantity  ranges in each discount c lass  
must be estab lished  so th a t su b stan tia l proportions of the company's 
customers w ill f a l l  in  each range. Advertising allowances are
a lso  prohibited under th is  Act unless the allowances are  made
2 /
to  a l l  buyers on proportionately equal term s.
Savings in  d is trib u tio n  costs are most often advanced 
in ju s t if ic a tio n  of p rice d iffe rences. Often the wording o f 
the s ta tu te  has been in te rp re ted  to  ru le  out the p o ss ib ility  of 
oost ju s t if ic a tio n  on the b as is  of d ifferences in production 
co sts . Rarely are savings in manufacturing costs used as a 
ju s t if ic a tio n  because the g rea ter portion o f the products 
manufactured are not produced on speoial order. The m ajority  
o f production a c t iv i t ie s  are performed to  meet the needs o f a l l  
consumers.
No standard type o f d is tr ib u tio n  cost analysis i s  
required by e ith e r  the Robin son-Patman Act or the regulations
^N euner, eg. c i t . ,  p . 873.
o f  th e  F ed e ra l Trade Commission. To determ ine c o s t d if fe re n c e s  
s a t i s f a c to r i l y ,  however, c o s t s t a t i s t i c s  reg a rd in g  a l l  d i s t r ib u t io n  
fu n c tio n s  must be o b ta in ed . J o in t  c o s ts  must U  apportioned  on
i
b ases th a t  appear reasonab le  and e q u ita b le  under th e  In d iv id u a l
c ircum stances. The method used f o r  purposes o f  p r ic e - s e t t in g
under th e  Roblnson-Patman Act w i l l  la rg e ly  depend upon th e  manner
in  which th e  d i s t r ib u t io n  a o t iv i ty  i s  o rgan ized . A c t iv i t ie s  may
be organized on such bases, a s  produot l in e s ,  t e r r i t o r i e s ,  and
25
channels o f  d i s t r ib u t io n .
In  o rd e r t o  determ ine d i s t r ib u t io n  c o s ts  a p p licab le  to  
produots and c la s s e s  o f  custom ers, a n a ly s is  o f  th e  fo rm al books 
o f  account i s  re q u ire d . The in fo rm ation  ob tained  In th e  accounts 
i s  o ften  no t s u f f ic ie n t  t o  j u s t i f y  p r ic in g  p o l ic ie s .  Analyses 
a re  a ls o  req u ire d  o f  such s t a t i s t i c a l  reco rd s  a s  th o se  which reco rd  
th e  fu n c tio n s  o f  c r e d i t  and c o lle c tio n  and th e  a c t i v i t i e s  o f  
salesm en. According to  th e  r e p o r t ,  th e  F e d e ra l Trade Commission 
h a8 found th a t  most companies do n o t make t h i s  an a ly ses and have 
no in form ation  concerning  w hether o r n o t th ey  can c o s t - ju s t i f y  
t h e i r  p r ic in g  p o l ic ie s  under th e  p ro v is io n s  o f  th e  Roblnson- 
Patman A ct.2^
r
Since d isc r im in a to ry  p r ic e  making can be avoided when 
complete c o s t In form ation  i s  a v a i la b le ,  t h i s  Act w i l l  continue to  
be an im portan t m o tiv a tin g  fo rce  f o r  Improving d is t r ib u t io n  cost
2-\l, Brooks H eckert, "Coverage and Cost P ro v is io n s o f  th e  
Roblnson-Patman A ct,"  NACA B u l le t in . XXXI, S ection  1 (November, 1949)» 
p . 278.
2^Lundvall, 0£ .  c l t . .  p .  642.
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accounting  m ethods. The Act has in c reased  th e  in te r e s t  and value
o f  d is t r ib u t io n  c o s t a n a ly s is .  The c o s t accountant should be
prepared  to  s tu d y  th e  su b je c t con tinuously  so th a t  u n in te n tio n a l
p r ic e  d isc rim in a tio n  t h a t  may be in  v io la t io n  o f  th e  law w i l l  be
avoided . S uccessfu l enforcem ent o f  such re g u la to ry  m easures a s
th e  Robin scn-Patman Act re q u ire  th e  development and improvement 
•
o f  d is t r ib u t io n  c o s t accounting  tec h n iq u e s .
However, c e r ta in  l im i ta t io n s  to  th e  su c ce ss fu l a p p lic a tio n  
o f  d is t r ib u t io n  co s t accounting  under th e  Robinson-Patman Act 
should be recogn ized . The le g a l  use o f  d is t r ib u t io n  co s t a n a ly s is  
a r i s e s  on ly  in  co u rt t e s t s  in  which the  a n a ly s is  proceeds upon 
b ases  which may u t i l i z e  le g a l  d e f in i t io n s  r a th e r  th an  good accounting 
th e o ry .
The vague wording o f  th e  Robinson-Patman Act leav es  ample 
room fo r  in te r p r e ta t io n ,  as th e  Act i s  q u ite  broad and g en era l 
in  i t s  wording. P ric e  d isc r im in a tio n  im p lie s  com petition between 
pu rchase rs w ith in  a given market area; th e re fo re , th e  producer 
must d e fin e  h is  com petitive  m arke ts . The a rea  o f  com petition  i s  
n o t defined  in  th e  A ct. S ince th e  Robinson-Patman re g u la tio n s  
r e f e r  on ly  t o  comm odities, th e re  a re  a ls o  many b o rd e r lin e  cases 
as between se rv ice  and comm odities. The answers to  many o f th e  
q u estio n s  concerning th e  A c t ' s  e f f e c t  on b u sin ess  o p e ra tio n s  
depend upon th e  a t t i tu d e  and p o lic y  o f  th e  F edera l Trade Commission.
fltmtma-tnr
D is tr ib u tio n  c o s ts  a re  much more d i f f i c u l t  t o  measure
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than  production  c o s ts .  In  c o n tra s t  t o  p ro d u ctio n , th e  agencies 
employed in  d is t r ib u t io n  a re  numerous and have d i f f e r in g  c h a r a c te r i s t ic s .  
The cost t o  d i s t r ib u te  a p roduct w i l l  v a ry  n o t only w ith  th e  a r t i c l e  
d i s t r ib u te d ,  b u t w i l l  a ls o  u su a lly  \ary  w ith  th e  type  o f  customer* 
th e  t e r r i t o r y  in  whldh th e  s a le  i s  made, and t  he method o f  d e liv e ry  
and s a le .  The m arketing  p rocess pe rm its  on ly  a l im ite d  degree o f 
c o n tro l beoause th e  s e t t in g  f o r  m arketing  p rocesses i s  w idely  
s c a t te r e d .  P sycho log ica l f a c to r s  p lay  a b ig  ro le  in  th e  success 
o f  m arketing  methods; th e se  q u a l i ta t iv e  f a c to r s  a re  o ften  
u n p red ic tab le  and u n c o n tro lla b le . The problem o f  in d ir e c t  and 
jo in t  c o s ts  i s  a ls o  g re a te r  in  d is t r ib u t io n  than in  p roduction .
In  view  o f  th ese  d i f f i c u l t i e s ,  th e  accountan t must 
e x e r t  more e f f o r t  In understand ing  d is t r ib u t io n  c o s ts  and t h e i r  
r e la t io n s h ip  to  p roduction  c o s ts  and production  and s a l e s  volume. 
A ccountants can be o f  g re a t se rv ice  to  management only  when th ey  
a re  aware o f  th e  f a c to r s  which are  o f  th e  g re a te s t  im portance 
f o r  c o n tro l purposes. While d i s t r ib u t io n  co s t aooountlng w i l l  
no t supply a l l  o f  th e  Inform ation n ecessa ry  fo r  e f fe c t iv e  d ire c tio n  
o f  d is t r ib u t io n  a c t i v i t i e s ,  i t  i s  an e s s e n t ia l  f a c to r .  Because 
o f  th e  l im i ta t io n s  t o  su c c e ss fu l a p p lic a t io n  o f d is t r ib u t io n  co st 
accounting  under governmental re g u la tio n s , c o s t a n a ly s is  may be 
more fre q u e n tly  and most p ro f i ta b ly  employed In a r e a s  where 
d is t r ib u t io n  c o s t accoun ting  may a s s i s t  in  m anagerial d e o is io n s . 
D is tr ib u tio n  c o s t accoun ting  can be an in d isp en sab le  to o l  o f  
m arketing management.
CHAPTER H I
PRELIMINARY PROCEDURES FOR SELECTING DISTRIBUTION COST STANDARDS
R egardlesu o f  th e  o b je c tiv e s  o f  th e  a n a ly s is ,  th e  
problem o f  d i s t r ib u t io n  c o s ts  re q u ire s  c e r ta in  m ajor ta s k s  a s  
th e  d is t r ib u t io n  o o s ts  mast b« e o lla e ts d  aid: reco rd ed , th s  
c o s ts  m ast be analyzed om soma accep tab le  b a s i s ,  a id  d is t r ib u t io n  
o o s ts  must bs oom tro llsd  a id  i i t s r p r s t s d  through th s  a s s  o f  
predeterm ined s ta n d a rd s . Ths approach ussd  l a  t h i s  study  fo r  
th s  c o a tro l  a id  a n a ly s is  o f  d is tr lb a t ic m  o o sts  l iv o lv s s  th s  - 
fo llo w lig  b a s ic  s tsp s s
1. Determine by vha t p a r t i c u la r  segnent o f  th s  m arket 
th s  o o s ts  a r s  t o  b s aoeum ulatsdt by t e r r i t o r i e s ,  
p ro d u c ts , s a ls sm s i, methods o f  d i s t r ib u t io n ,  o r  
a iy  com bination o f  th e se  b a s ia s s s  sc g n e a ts .
2 . Determine th s  frm otione to  b s eosted  a id  accum ulate 
o o s ts  by fu io tlo m s v i th la  th s  b u s la s s s  seg n en t. Break 
broad f r a c t io n s  down im to c o s t o s i t s r s  l a  which 
o p e ra tio n s  a re  rsasom ably honogsasoas a id  a id e r  a 
s la g le  r e s p o n s ib i l i ty .
3 . D stsrm ias th s  f a c to r s  o f  -v a r ia b il i ty  f o r  m easuring 
th s  c o s t o s i t s r s  w ith la  th s  fu n c tio n s . The f a c to r  
o f  -v a r ia b il i ty  should r s f l s o t  th a  p r ln o ip a l  a o ti- r i ty  
In  th e  o s a ts r .
A* E s ta b lis h  stan d ard s f o r  each o f  th s  f r a c t io n a l  f a c to r s  
o f  -v a r ia b il i ty  based on p a s t  satpsrisnes m odified by 
I n d u s t r i a l  eng ineering  s tu d ie s  o r judgm ent. T ran s la te  
s tan d ard s  In to  budgeted c o s t s .
5 . Compare s tan d ard s w ith  a c tu a l  performance a id  analyze 
c o s t  T a rla io e s  by source and cause.
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A discussion of these stops art included la  th is ohsptsr sad 
continues into tha next chapter, Ths material la  th is chapter 
Is concerned with ths fir s t th ro  stops.
Analysis by manner of applloatloa rolatos of fart aad 
cost to  rosults obtained, Tho application of distribution costs 
varies with tho naturo of the analysis sought. Ia produotica 
cost accounting, overhead rates art usually applied only to tho 
produots while ia distribution cost accounting tho scope Is mnch 
brooder beoauso oosts nay bo applied not only to products, but also 
to sales territories, saloanek, method of distribution, aad other 
business segments. Different business segneats oaa be used for 
distribution analysis; business ooaeeras should select the ones 
which w ill give their operations proper direction. The business 
segnent chosen w ill depend on the • specific nature of the business 
and the distribution cost problems involved. Since th is paper 
is  concerned with the fundamentals of analysis and not the many 
applications that can be made, distribution costs w ill only 
be analysed by territory,
A territory means a geographical area such as a o ity , 
sales d istr ic t, or other arbitrary area used by e business 
enterprise as a basis for sales planning and direction. An 
analysis of distribution costs by territories i s  needed because 
the net profit may be influenced greatly by such territoria l 
factors as competitive conditions, needs and desires of the 
population, aad transportation charges. Distribution cost
a n a ly s is  by t e r r i t o r i e s  views each geograph ica l a rea  a s  a 
d i s t i n c t  e n t i t y  th a t  has unique c h a r a c te r i s t ic s  which may 
in v a lid a te  d i r e c t  ocaparison  o f  t e r r i t o r i a l  p r o f i t  f ig u res*  
P r o f i t  c o n tr ib u tio n  by geographical a rea  m easures d is t r ib u t io n  
c o s t e ffe c tiv e n e s s  and in d ic a te s  where e f f o r t s  should be 
concen tra ted  t o  improve p r o f i t  p o sitio n *
Natural Expense Classification
A p roper system o f  accounts f o r  reco rd in g  d is t r ib u t io n  
o o st i s  an e s s e n t ia l  p re re q u is i te  in  d is t r ib u t io n  co st c o n tro l 
and an a ly sis*  The c r i t e r i a  used fo r  choosing expense c la s s i ­
f ic a t io n s  i s  v e ry  im p o rtan t. T h is c r i t e r i a  should n o t a llow  
la rg e  m iscellaneous c la s s i f i c a t io n s  t h a t  con ta in  many d i f f e r e n t  
expense elem ents because th e  item s in  one aooount should be 
homogenous* Cta th e  o th e r  hand, th e  c la s s i f i c a t io n  should no t 
be so sm all and in s lg n if io a n t  t h a t  th e  d o l la r  sav ings do n o t  
j u s t i f y  th e  bookkeeping oost* A n a ly tic a l e f f o r t s  w il l  be 
co n sid erab ly  impeded i f  d is t r ib u t io n  o o s ts  cannot be p ro p e rly  
accumulated through th e  aooount c la s s if ic a t io n * ^
R egard less o f  d if fe re n c e s  in  th e  k in d s o f  c o s ts  needed 
f o r  m anagerial d e o is io n s , every  concern u s u a lly  keeps i t s  books 
o f  account so a s  to  express d is t r ib u t io n  c o s ts  by n a tu re  o r  
o b jeo t o f  expenditure* The n a tu ra l  expense b a s is  i s  o ften  
c a lle d  th e  prim ary expense c la s s i f i c a t io n  s ince  i t  i s  u su a lly
H a d le y  P . Schaef e r ,  "The D is tr ib u tio n  Cost Problem ," 
Accounting Review. XXXIII (Ootober, 1958)> p* 627*
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made a p a r t  o f th e  led g e r acco u n ts . Such t r a d i t io n a l  c la s s i ­
f ic a t io n s  a s  s a l a r i e s ,  r e n t ,  and su p p lie s  expenses d e sc rib e  th s  
kind  o f  se rv io e  th e  company secured f o r  th e  expenditures*  The 
p a r t ic u la r  n a tu r a l  expense c la s s i f i c a t io n  f o r  a firm  depends 
e n t i r e ly  upon th e  n a tu re  o f  th e  e n te r p r i s e 's  a c t i v i t y .  The 
number o f  accounts depends on th e  e x te n t and d e t a i l  o f  th e  
in form ation  d e s ire d  by  management.
The n a tu r a l  expense c la s s i f i c a t io n  se rv es a broad a re a  
a s  th e se  expenses re p re se n t bo th  p roduction  and d is t r ib u t io n  
a c t i v i t i e s ;  consequently , t h i s  c la s s i f i c a t io n  has l i t t l e  value 
in  I t s e l f  in  de te rm in ing  th e  oost o f  v a rio u s  d is t r ib u t io n  
functions*  T h is type  o f  a n a ly s is  o n ly  t e l l s  th e  c o s t o f  th e  
e n t i r e  d is t r ib u t io n  fu n c tio n ; th e  c o s t o f  perform ing s p e c if ic  
o p e ra tio n s  i s  n o t known. F u r th e r , t h i s  c la s s i f i c a t io n  has 
l i t t l e  o r no use in  i t s e l f  in  de term in ing  th e  c o s t a p p lic a b le  
to  c e r ta in  t e r r i t o r i e s  or product lin e s*  I f  a b u sin ess  oonoern 
ha8 no problem a s  t o  th e  e f f ic ie n c y  o f  p a r t i c u la r  d is t r ib u t io n  
o p e ra tio n s  o r no m ajor d e c is io n s  t o  make, a n a ly s is  by n a tu r a l  
expense c la s s i f i c a t io n  may be adequate . However, s in ce  th e re  
a re  so very  few b u sin ess  conoem s in  which th ese  co n d itio n s  
p r e v a i l ,  a d d it io n a l  a n a ly s is  i s  needed .2
Functiona l!za ticrn
Since th e  n a tu r a l  c la s s i f i c a t io n  does n o t r e l a t e  groups
2J .  Brook s  Hec k e r t ,  "Back t o  D is tr ib u tio n  C o st,"  Jo u rn a l 
o f  Accountancy. LXHX (June, 1945)> P* 456*
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o f  o o s ts  t o  people o r provide a u s e fu l  means f o r  ana lyzing  
fu n c tio n a l e f f ic ie n c y , n a tu ra l  expense accounts may be a llo o a te d  
to  d is t r ib u t io n  fu n c tio n s . D is tr ib u tio n  o f  th e  in d iv id u a l  n a tu ra l  
c la s s i f i c a t io n s  t o  th e  v a rio u s  fu n c tio n s  i s  th e  same p rocess a s  
th a t  used in  d i s t r ib u t in g  m anufacturing overhead o o s ts  to  
departm en tal accoun ts .
The term  fu n c tio n  a s  a p p lie d  i a  t h i s  study i s  defined  a s  
any se p a ra te  and d i s t in c t  m arketing  a c t iv i t y  c a r r ie d  on by a 
b u s in e ss  concern. P ersona l e x e rtio n s  th a t  a re  m erely  p e r t  o f  
an o th e r a c t i v i t y  a re  n o t se p a ra te  m arketing  fu n c tio n s ; each 
fu n c tio n  should re p re se n t a d i s t i n c t l y  d i f f e r e n t  a c t i v i t y .
A more dynamic p o r tra y a l  o f  company performance can be 
achieved shea expenses a re  c la s s i f i e d  by fu n c tio n s . PU nctional- 
iz a t io n  o f  d i s t r ib u t io n  a c t i v i t i e s  a ls o  le a d s  t o  a c o n sid e ra tio n  
o f o o st r e s p o n s ib i l i ty  and c o n tro l  a s  th e  r e s p o n s ib i l i t ie s  o f  
in d iv id u a ls  in  a b u s in e ss  o rg an iz a tio n  g e n e ra lly  fo llo w  th e  
sp e o if lc  l in e s  o f  a fu n c tio n . Whenever p o s s ib le , d is t r ib u t io n  
fU notlons should cofcolde w ith  an o rg an iz a tio n  se tu p  under an 
o f f i c i a l  re sp o n s ib le  f o r  r e s u l t s .  T h is o rg a n iz a tio n a l se tu p  
may be a departm ent, a d iv is io n ,  a b ranch  s a le s  o f f ic e ,  o r  
o th e r  u n i t s .  R egard less o f  th e  scope o f  t h i s  u n i t ,  th e  
a d m in is tra tiv e  head i s  u s u a l ly  d e leg a ted  a u th o r i ty  and i s  a ls o  
h e ld  re sp o n sib le  f o r  th e  e f f ic ie n c y  o f  performance under him ,^
3t t & .
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M alor P u n c tic n a l C la s s if ic a t io n s
Tha fu n c tio n 8 com prising th e  d is t r ib u t io n  ta s k  a re  
v a r io u s ly  describ ed  and many d i f f e r e n t  ways o f  o rgan iz ing  
d is t r ib u t io n  c o s t a re  suggested in  th e  p e r t in e n t  l i t e r a t u r e .  
However, each company m is t p repare  i t s  own l i s t  o f  a c t i v i t i e s  
an th e  b a s is  o f  a c a re fu l  s tudy  o f  th e  ex ac t work done. Slnoe 
th e  s e le c tio n  o f  fu n c tio n s  depends on th e  degree o f c o s t o o n tro l 
and oost r e s p o n s ib i l i ty  d e s ire d , m arketing ex ecu tiv es and 
accoun tan ts should determ ine th e  fu n c tio n s  jo in t ly .  The b e e t 
breakdown may be th e  one th a t  a lre a d y  e x is ts  in  th e  company 
fo r  conducting i t s  b u s in e ss .
The number o f  fu n c tio n s  w i l l  v a ry  f r a n  one company to  
an o th e r depending upon such f a c to r s  a s  s iz e ,  method o f  o p e ra tio n , 
and th e  in te r n a l  o rg a n iz a tio n . The fo llow ing  examples i l l u s t r a t e  
how some o f  th e se  f a c to r s  a f f e c t  th e  scope o f  d i s t r ib u t io n  
a c t i v i t i e s  assigned  to  m arketing departm en ts. A m anufacturer 
o f  a broad product l in e  t h a t  s e l l s  th e  product n a t io n a l ly  
re q u ire s  an ex ten siv e  f i e l d  o rg a n iz a tio n . I f  th e  p roducts a re  
so ld  through  se v e ra l  channels o f  d i s t r ib u t io n ,  an  even w ider 
range o f  fu n c tio n s  i s  assi& ied  to  th e  m arketing  departm ent.
T h is case may be c o n tra s te d  w ith  a m anufacturer o f  a narrow  
product l in e  t h a t  s e l l s  th e  p roduct th rough  a s in g le  channel
o f  d is t r ib u t io n .  A f i e l d  fo rce  i s  re sp o n s ib le  fo r -p e rs o n a l  s e l l in g
/
and fo r  p rov id ing  Inform ation  concerning p ro d u c ts .
^M ichael S c h if f  and M artin  Mailman, F in a n c ia l Management o f 
th a  M arketing Ju n c tio n  (New fo rks F in a n c ia l E xecu tives R esearch 
Foundation, I n c . ,  1962), p ; 13*
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Since th e re  a re  so  many v a rio u s  m arketing  procedures and 
p ra o tic e s  in  whloh ocnoerns may engage* a re p re se n ta tiv e  
fu n c tio n a l c la s s i f ic a t io n  o f  d i s t r ib u t io n  o o s t would be d i f f i c u l t  
t o  e s ta b lish *  A study  o f  th e  company o rg an isa tio n  can h e lp  in  
determ in ing  th e  group o f fu n c tio n s  needed* In  t h i s  study* th e  
e n t i r e  d is t r ib u t io n  e f f o r t  i s  d iv id ed  in to  th e  fo llow ing  m ajor 
fu n c tio n a l c la s s i f i c a t io n s !  Warehousing and Handling* T ransporta tion*  
C red it and C ollection*  D ire c t S e llin g *  A dvertis ing  and S a le s  
Promotion* and G eneral D is tr ib u tio n  A ctiv ity*
D e ta ile d  F u n c tio n a l C la s s if ic a t io n s
The approaches t o  fU n c tio n a lis in g  d is t r ib u t io n  c o s ts  
v a ry  concerning th e  degree o f  iU n o tic u a lis a tic n  and w hether 
fU n o tio n a lisa tlo n  i s  in te g ra te d  com pletely  in  th e  c h a r t  o f  
accounts o r i s  made independently  o f f  th e  books* The degree 
o f  fU n c tio n a llz a tio n  r e f e r s  t o  th e  homogeneity o f  th e  d is t r ib u t io n  
a c t i v i t i e s  c la s s i f i e d  w ith in  ca teg o ries*  Approaches t h a t  have 
f in e ly  defined  fu n c tio n a l c a te g o r ie s  consider m easures o f  
v a r i a b i l i t y .  The expenses included  in  a fu n c tio n a l group 
should no t on ly  be a lo se ly  re la te d *  bu t should a ls o  vary  accord ing  
t o  th e  same f a c to r  o f  measurement* For example* th e  fu n c tio n  
A dvertis ing  and S a le s  Promotion may re q u ire  f u r th e r  breakdown 
In to  ra d io  media* te le v is io n  media* d i r e c t  mail* and o th e r  
a d v e r tis in g  media* T his techn ique  o f  d iv id in g  m ajor fu n c tio n s  
in to  sm all c la s s i f i c a t io n s  o f r e s p o n s ib i l i ty  has th e  purpose 
o f  ensu ring  th a t  th e  work performed i s  o f  a homogeneous charac ter*  
G enera lly  th e  more p re c ise  fU n c tio n a llz a tio n  i s  p re fe ra b le  a s
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a g re a te r  degree o f  o o n tro l u s u a lly  i s  ob tained  i f  th e  m ajor 
d is t r ib u t io n  fu n c tio n s  a re  broken down in  d e ta i l*  T h is  i s  th e  
approach used in  t h i s  study ; th e  d e t a i l s  o f  each  m ajor fu n c tio n  
a re  i l l u s t r a t e d  in  th e  fo llow ing  c h a p te r .-5
The c h a r t  o f  accounts can prov ide  f o r  accum ulation o f  
s a le s  and d is t r ib u t io n  o o s ts  by c o n tro l u n i ts  through th e  use 
o f  d i g i t  codes* D ig it codes can be in co rpo ra ted  f o r  bo th  
a n a ly s is  by fu n c tio n s  and by manner o f  a p p lic a tio n  w ith  charges 
coded a t  th e  source o f  th e  expenditure* In  some cases  th e  
accounting  c la s s i f ic a t io n  can be s e t  up on a fu n c tio n a l  b a s is  
w ith  th e  m ajor fu n c tio n s  f u r th e r  subdivided by d e ta i le d  functions*  
The In co rp o ra tio n  o f  lo c a tio n  o r  t e r r i t o r i a l  codes in to  fu n c tio n a l  
codes provides f o r  th e  accum ulation o f  m ajor and d e ta i le d  fu n c tio n a l 
c o s ts  by t e r r i to r i e s *  Product codes, customer codes, and salesmen 
codes can a ls o  be added to  s im p lify  a d d it io n a l  a n a ly s is  by manner 
o f  ap p lica tio n *
I f  p o ss ib le  th e  c h a rt o f  accoun ts should be so designed 
t h a t  each fu n c tio n  re c e iv e s  a s  many o f  i t s  charges d i r e c t l y ,  
r a th e r  than  through a l lo c a t io n ,  because t h i s  In co rp o ra tio n  in  
th e  g en era l le d g e r  obviously  f a c i l i t a t e s  p e r io d ic a l  c o s t  a n a ly s is  
and c o n tro l . However, such refinem en ts in  th e  o f f i c i a l  account 
c la s s i f i c a t io n  should be c a r r ie d  on ly  to  th e  p o in t where th e y  
a re  fe a s ib le *  For example, d i r e c t  id e n t i f ic a t io n  o f  an expense 
item  t o  fu n c tio n s  and t o  a p p lic a tio n  would be n e i th e r  d e s ira b le
Harold S . Gannon, J r . ,  "Methods o f  M easuring and C o n tro llin g  
D is tr ib u tio n  C o sts ,"  B u l le t in . XO TI, Section  1 (March, 1955), 
p . 932*
n o r  f e a s ib le  i f  I t  caused o le r lo a l  o o s ts  t o  be ex ce ss iv e . 
C onsideration  must a ls o  be given to  r e s p o n s ib i l i ty  accounting  
which d ic ta te s  o o s t accum ulation a lo n g  o rg an iza tio n  l i n e s ,  in  
cases  where a s in g le  r e s p o n s ib i l i ty  c e n te r  perform s more than  a 
s in g le  fu n c tio n  o r where p roduction  r e s p o n s ib i l i ty  c e n te rs  
perform  some d is t r ib u t io n  fu n c tio n s , fU n c tio n a llz a tio n  cannot 
be in co rp o ra ted  in  th e  c h a r t  o f  acooun ts.
Sane n a tu r a l  expense item s w i l l  have t o  be apportioned  
among se v e ra l fu n c tio n a l o o st groups s ince  th e y  r e l a t e  t o  more 
th an  one fu n c tio n a l  a c t i v i t y .  Expenses d i r e c t l y  a llo o a b le  to  
a fU no ticna l a c t i v i t y  a re  p ro ra te d  d i r e c t l y .  Expenses n o t 
d i r e c t l y  a llo o a b le  t o  fu n c tio n a l  a c t i v i t i e s  must be p ro ra te d  
o n .e q u itab le  b a se s . The bases ohosen should r e f l e c t  most c le a r ly  
th e  b e n e f i t  d e riv ed  f r a n  th e  in d i r e c t  c o s ts  by th e  v a r io u s  
fu n c tio n s . The procedure i s  s im ila r  t o  th e  procedure in  
accoun ting  f o r  production  o o st i a  which th e  t o t a l  o f  th e  burden 
i s  analyzed accord ing  t o  departm ents o r  o th e r  fu n c tio n a l  
su b d iv is io n s  o f  th e  production  p ro c e ss .
Many d i s t r ib u t io n  a c t i v i t i e s  a re  organized on a t e r r i t o r i a l  
b a s is  so th a t  each t e r r i t o r y  can be charged d i r e c t l y  w ith  th e  
expenses In cu rred  w ith in  i t s  a rea  and th e  r e ly  m inim izing th e  
p ro ra t ic o  o f  expenses. T h is i s  e s p e c ia l ly  t r u e  when d i f f e r e n t  
t e r r i t o r i e s  a re  served by d i f f e r e n t  s a le s  s t a f f s .
A review  should be made o f  each o f th e  fh n o tio n a l o o sts  
in  o rd e r t o  determ ine i f  th e  co st i s  a d i r e c t  o r  in d i r e c t  c o s t 
t o  t e r r i t o r i e s .  For in s ta n c e , th re e  ty p es  o f  expenses m ight be
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in c luded  in  th e  a d v e r t is in g  and s a le s  p rm o tio n  costs*  d i r e c t  
t e r r i t o r i a l  a d v e r t is in g , n a tio n a l  a d v e r t is in g , and in d ir e o t  
a d v e r tis in g  expenses* A dvertis ing  which could be d e f in i t e ly  
id e n t i f ie d  w ith  expend itu res w ith in  a s p e c if ic  t e r r i t o r y  should 
be a l lo c a te d  d i r e c t l y  t o  each te r r i to r y *  N a tio n a l and In d ire o t  
a d v e r tis in g  covering  a l l  t e r r i t o r i e s  should be a llo c a te d  on a 
u n i t  o f  v a r i a b i l i t y  t h a t  appears most ap p ro p ria te* ^
Once d i r e c t  fu n c tio n a l c o s ts  aril determ ined and a l lo c a te d , 
th e  a p p lic a tio n  o f  in d i r e c t  c o s ts  t o  t e r r i t o r i e s ,  p ro d u c ts , o r  
o th e r  m arket segments can be on a u n i t  f r a c t io n a l  c o s t b a s is  
u s in g  th e  f a o to r  o f  v a r i a b i l i t y  t h a t  appears most a p p ro p ria te*
T his procedure appears elem entary; however, u n i ts  o f  v a r i a b i l i ty  
may need to  be red e fin ed  fo r  c e r ta in  functions*  The u n i t  o f  
v a r i a b i l i t y  in  th e  fu n c tio n a l  a n a ly s is  may no t be r e la te d  to  
th e  o b je c tiv e  o f  th e  ap p lied  an a ly s is*  The same f a c to r  can be 
ap p lied  t o  some d i s t r ib u t io n  expenses f o r  use in  many v a rio u s  
ty p es  o f  a n a ly se s . F o r in s ta n o e , th e  f a c to r  o f  v a r i a b i l i t y  f o r  
warehousing i s  w eight and t h i s  same work u n i t  can be used in  
an a ly ses by t e r r i t o r i e s ,  p ro d u c ts , and customers* O ther 
d is t r ib u t io n  expenses re q u ire  d i f f e r e n t  f a c to r s ,  such a s  t r a v e l in g  
expense which i s  a p p lied  on a pe r-m ile  b a s is  t o  t e r r i t o r i e s  aad 
a p e r - c a l l  b e d s  t o  custom ers and products* D iffe re n t co n d itio n s 
may even n e c e s s i ta te  d i f f e r e n t  u n i ts  o f  v a r i a b i l i t y  f o r
^Donald R* Longman and M ichael S c h if f ,  P r a c t ic a l  D i s t r i ­
b u tio n  Coat A nalysis (Homewood, I l l in o i s *  R ichard D. I rw in , Ino*,
195557 PP. 110-112.
a l lo c a t in g  th e  sane in d ir e c t  d is t r ib u t io n  expense t o  t e r r i to r i e s *  
U n its o f  v a r i a b i l i t y  f o r  m easuring fu n c tio n a l  co a t in  th e  a n a ly s is  
by t e r r i t o r y  w i l l  be l a t e r  d iscu ssed  in  d e t a i l .
F u n c tio n a l F ac to rs  o f  V a r ia b i l i ty
The b a s is  o f  o o st c o n tro l in  p roduction  i s  provided by 
th e  r e la t io n s h ip s  between in p u t and o u tp u t; t h i s  r e la t io n s h ip  
i s  reasonab ly  a t t a in a b le .  S tandard in p u t c o s ts  pe r u n i t  o f  
p h y s ic a l ou tpu t i s  o ften  used f a r  d i r e c t  la b o r  and m a te r ia l .  
S tandard in p u t c o s ts  f o r  some b ro ad ly  d e fin ed  u n i t  o f  a c t iv i t y  
a re  g e n e ra lly  used f o r  p roduction  overhead . In  o rd er t o  extend 
t h i s  conoept to  d i s t r ib u t io n  c o s ts ,  th e  f a c to r s  which cause 
d is t r ib u t io n  c o s ts  t o  v a ry  must be id e n t i f i e d ,  A r e l i a b le  
measure o f th e  volume o f  ou tpu t o r work performed must be 
developed. Such a measure i s  known a s  th e  u n i t  o f  v a r i a b i l i t y .  
T h is measure i s  a l s o  known a s  th e  work o r  se rv ic e  u n i t .  T h is  
u n i t  w i l l  depend upon such f a c to r s  a s  th e  type  o f  fu n c tio n ,
7
product hand led , and s a le s  t e r r i t o r y  used .
The v a l i d i t y  o f  th e  fu n c tio n a l  u n i t  c o s ts  depends upon 
th e  reasonab leness o f  th e  co s t u n i t .  I f  th e  work u n i t  i s  n o t 
reasonab le  t o  begin  w ith , th e  r e s u l t in g  fu n c tio n a l  u n i t  standard  
oost w i l l  n o t ba v a l id .  T hus, c a re  o u s t be ex e rc ised  in  th e  
s e le c tio n  o f  work u n i ts  i f  th e  s tan d a rd s  based upon th e  work
^Gordon S h illin g la w , Cost Accounting — A nalysis and 
C ontro l (Homewood, I l l i n o i s :  R ichard D; I rw in , I n o , ,  1961), 
PP. 39^-399.
57
u n i ts  a re  t o  be m eaningful and I f  th e  v a ria n ce s  from standard  
a re  t o  be aocepted In th e  measurement o f  perform ance. I a  s e le c t­
in g  su ita b le  work u n i t s ,  th e  u n i t  should be se le c te d  an p r a c t ic a l  
grounds t o  th e  e x te n t t h a t  I t  should be m easurable and produce 
r e s u l t s  which a re  reaso n ab ly  ao cu ra te  and y e t  a re  econom ical 
in  a p p lic a t io n . There should be a dem onstrable re la t io n s h ip  
between th e  work u n i t  and th e  d is t r ib u t io n  a c t iv i t y .  The f a c to r  
chosen must f lu c tu a te  oonccm ltantly  w ith  th e  a c t i v i t y  which i s  
th e  source o f th e  c o s t .  A tten tio n  should  a ls o  be p laced  upon 
determ in ing  what o b je c tiv e s  management had in  mind when th e  
expend itu res were a u th o riz e d . The work u n i t  se le c te d  f o r  an 
o p era tio n  must be a common denom inator fo r  a l l  work done in  
t h a t  opera tion  and should be f a i r  and equitable.**
The oost accountan t should avoid  th e  p i t f a l l  o f  aooepting  
th e  work u n i ts  supp lied  by th e  m arketing  departm ent w ithout 
f i r s t  an a ly z in g  them. M arketing perso n n el co n cen tra te  on th e  
s e l l in g  a sp e c ts  and o ften  do no t understand  how to  p ro ra te  
th e  tim e and e f f o r t  th e y  spend on fu n c t io n a l  a c t i v i t i e s .
Sometimes th e  work u n i t  i s  chosen m erely because o f  
i t s  ease  o f  com putation, re g a rd le s s  o f  th e  lo g ic .  Work u n i ts  
such a s  percen tage o f  m a le s ,  percen tage o f  m anufacturing o o s ts , 
o r  percen tage o f  g ro ss  p r o f i t  a re  n o t o ften  a p p ro p r ia te . T h is 
i s  p a r t i c u la r ly  Im portan t because th e re  has been a tendency  f o r  
d is t r ib u t io n  managers t o  th in k  on ly  in  term s o f  s a le s  volume
% he N a tio n a l A ssociation  o f  A ooountants, A nalysis o f 
Non-M anufacturing C osts F a r  M anagerial D ecisions (New Torks 
The N a tio n a l A ssoc ia tion  o f  Cost A ccountants, 1951) > P* 20 .
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and g ross p r o f i t  p e r  c e n t .
The s im p lest method o f  a l lo c a t in g  fu n c tio n a l o o sts  
t o  segments uses a s in g le  measurement u n i t  t o  a l lo c a te  th e  
e n t i r e  co st o f  a function . T his approach i s  s im ila r  to  fa c to ry  
co s t a l lo c a t io n  methods employing la b o r  hours o r  machine hours 
t o  a l lo c a te  a co st c e n te r 's  overhead t o  p ro d u cts . A shortcom ing 
o f t h i s  approach i s  t h a t  i t  f a l l s  t o  recogn ize  t h a t  some 
fU notional expense elem ents may vary  w ith  and be most a c c u ra te ly  
a llo c a te d  through more than  a s in g le  b a s i s .
T h is i s  why i t  was e a r l i e r  suggested th a t  th e  more 
p reo ise  fu n o tlo c a l iz a tio n  i s  g e n e ra lly  p re fe ra b le  so  t h a t  th e  
work u n i ts  can r e f l e c t  th e  ta s k s  perform ed. The s e le c tio n  
o f  a r e l i a b l e  work u n i t  i s  d i f f i c u l t  i f  d isc o rd an t elem ents 
a re  combined in to  a s in g le  c la s s i f i c a t io n .  The a n a ly s is  o f 
each fu n c tio n a l a c t i v i t y  to  id e n t i f y  th e  v ario u s  ta s k s  performed 
f a c i l i t a t e s  the ' s e le c tio n  o f  v a l id  work u n i t s .
The work u n i t  used by o th e r  oompanles fo r  a l lo c a t in g  
oost i s  n o t n e c e s s a r i ly  a guide t o  th e  work u n i t  t h a t  should 
be ohosen in  a s p e c if ic  case  because co n d itio n s  d i f f e r .  For 
th iB  reaso n , no a ttem p t i s  made in  t h i s  study  to  ta b u la te  a l l  
th e  v a rio u s work u n i t s  t h a t  could be a p p lied  t o  each fu n c tio n . 
Since th e re  i s  no one work u n it  f o r  each fU notional o p e ra tio n , 
i t  i s  a ls o  d i f f i c u l t  t o  make any in te l l i g e n t  g e n e ra liz a tio n s  
a s  t o  th e  most a p p ro p ria te  work u n i t  f o r  each fu n c tio n . The 
examples given in  t h i s  s tudy  a re  f o r  i l l u s t r a t i v e  purposes 
o n ly .
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Net P r o f i t  and C ontribu tion  Approach
I t  nay n o t be neo tssaxy  to  develop u n ite  o f v a r i a b i l i t y  
f o r  a l l  d i s t r ib u t io n  c o a ts  beoause th e re  i s  always a question  
i f  a complete a n a ly s is  o f  a l l  o o s ts  l a  req u ire d  o r i f  only  
d i r e c t  c o s ts  should be a llo c a te d  t o  each p a r t ic u la r  an a ly sis*  
The view th a t  a n a ly s is  by manner o f  a p p lic a tio n  should be 
designed so  a s  t o  provide f a r  f u l l  a l lo c a t io n  o f  c o s ts  and f o r  
th e  de te rm ina tion  o f  a n e t  p r o f i t  f ig u re  i s  commonly c a l le d  
th e  n e t  p r o f i t  approach t o  c o s t an a ly s is*  Cn th e  opposing 
s id e  i s  th e  c o n tr ib u tio n  margin approaoh which co n sid e rs  only 
th o se  coo ts which would be saved i f  a segment were e lim in a ted  
o r  would be ln o u rrre d  i f  a segnent w ere added*
Advocates o f  f u l l  c o s tin g  f e e l  t h a t  a l l  c o s ts  which 
b e a r  a r e la t io n s h ip  t o  th e  u n i ts  in  q u estio n  should be assigned  
t o  th e  u n i ts  f o r  purposes o f  m easuring t h e i r  p r o f i ta b i l i ty *  
Advocates o f t h i s  p o in t o f  view b e lie v e  each u n i t  mu a t  b ear 
i t s  share o f  th e  company o o st o f  do ing  b u s in ess  in  a d d itio n  
t o  i t s  own d i r e c t  costs*  They argue th a t  many o f  th e  in d ir e c t  
o o s ts  can be assigned  t o  th e  u n i t  b e ing  costed  on th e  b a s is  o f  
dem onstrable c o s t re la tio n sh ip *  Where a s tro n g  r e la t io n s h ip  
does n o t e x i s t ,  th e  c o s t must be p ro ra te d , bu t th e  bases i s  
s t i l l  reasonable*  Those who p re sen t t h i s  case b e lie v e  t h a t  
th e re  i s  m erit in  computing a n e t  p r o f i t  by bu sin ess  u n i ts  
because in  th e  long  ru n , each u n i t  must produce p ro f i ts *
O ther a n a ly s ts  f e e l  th e  on ly  r e l i a b le  way to  ev a lu a te  
b u sin ess  a c t i v i t y  i s  t o  measure th e  c o n tr ib u tio n  o f  each u n i t
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t o  th e  in d ire o t  c o s ts  which e x is ts  fo r  common b e n e f i t  o f  a l l .  
Advocates o f  t h i s  opposing view b e liev e  th a t  any e f f o r t  t o  
a l lo c a te  o r p ro ra te  c o s ts  i s  confusing  and m is lead in g . They 
f e e l  th a t  a l lo c a t in g  coaaaon o o s ts  t o  t e r r i t o r i e s  may lead  to  
th e  in c o r re c t  conclusion  th a t  th e  rem oval o f  a  t e r r i t o r y  would 
lead  t o  th e  e lim in a tio n  o f  th e se  jo in t  c o s t a llo c a te d  to  them.
Both o f  th e se  approaches have advantages and a re  u s e fu l  
m anagerial to o l s .  The c o n tr ib u tio n  margin approach i s  o ften  
employed a s  a to o l  f o r  use in  making d e c is io n s  where a l te rn a t iv e s  
a re  invo lved . For example* th e  r e s u l t s  ob tained  down t o  th e  
p o in t o f  in d ir e c t  c o s ts  would be more u se fu l  t o  management in  
d ec id in g  w hether to  change o p e ra tio n  methods o r  t a c t i c s  in  
m eeting com petition . However* th e  c o n tr ib u tio n  approach f a i l s  
where th e  o b je c tiv e  i s  th e  de te rm ina tion  o f  e x p l i c i t  n e t  p r o f i t  
f ig u re s  f o r  each b u sin ess  segnent* in  which ca se  a l l  c o s ts  must
O
be a l lo c a te d .
The n e t  p r o f i t  approaoh has th e  advantage o f  be ing  a 
guide t o  management in  c e n te rin g  a t te n t io n  upon problem a re a s  
c a l l in g  fo r  long-run  rem edial a c t io n . Net p r o f i t  i s  a ls o  an 
in d isp en sab le  t o o l  o f  management fo r  judg ing  th e  p r o f i t a b i l i t y  
o f in d iv id u a l t e r r i t o r i e s .  Management i s  fa m ilia r  w ith  and 
accustomed to  u s in g  n e t  p r o f i t  f ig u re s  and th ey  can app ly  th e  
same techn iques in  d e a lin g  w ith  a l l  segments o f  th e  b u s in e ss .
I f  a t e r r i t o r y  does n o t inc lude  i t s  share  o f  a l l  expenses*
^ J .  Brooks Heckert* "Back to  D is tr ib u tio n  Cost*" Jo u rn a l 
o f  Accountancy. LXXIX (June* 1945)* p .  459*
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management may overlook th e  need t o  reco v er a l l  expenses. I t  
I s  im possib le  to  say  w hether a t e r r i t o r y  i s  p ro f i ta b le  o r  n o t ,  
o r  how p ro f i ta b le  o r u n p ro f ita b le , u n le ss  i t  i s  b e a rin g  i t s  
share o f  th e  c o s t common to  a l l  t e r r i to r i e s *  The n e t  p r o f i t
i
approach mulst a ls o  be used in  g a th e rin g  evidence fo r  h e a rin g s  
b e fo re  th e  F edera l Trade Cctanlssicn a s  th e  a n a ly s is  must be 
complete*
Since bo th  v iew poin ts a re  v a lid  and th e  two p rocedures 
a re  n o t m utually  e x c lu s iv e , th e re  i s  no reason  why th e  two approaches 
cannot be combined in  a s in g le  sta tem en t p re se n tin g  b o th  th e  
c o n tr ib u tio n  m argins and th e  c a lc u la te d  n e t  p r o f i t  f o r  each 
t e r r i t o r y  being  stud ied*  T h is  s tu d y  recogn izes  t h a t  each  
approach has i t s  own a rea  o f  u se fu ln e ss ; th u s  a combined approach 
i s  u sed . In  working w ith  t e r r i t o r i e s ,  d i r e o t ly  a s so c ia te d  
t e r r i t o r y  c o s ts  a re  f i r s t  su b tra c ted  from th e  g ro ss  m argin t o  
give a n e t  c o n tr ib u tio n  to  overhead and p r o f i t  and then  th e  
t e r r i t o r y 's  a llo c a te d  overhead i s  su b tra c te d  to  g e t n e t  p ro f i t*
Having bo th  s e t s  o f  p r o f i t  f ig u re s  enab les th e  ex ecu tiv e  to  
form Judgment w ith  much g re a te r  f a c i l i t y  than  would be th e  oaee 
i f  on ly  one p r o f i t  f ig u re  were av a ila b le*  Thus, th e  two to o ls  
combined can f i l l  management's need a s  each can be used where 
i t  b e s t  Berves*
Summary
Because a n a ly s is  by n a tu r a l  expense c la s s i f i c a t io n  
n e g le c ts  th e  o b je c tiv e s  o f  c o s t c o n tro l  and co s t r e s p o n s ib i l i ty ,
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th e  n a tu r a l  expenses should he subdivided in to  fu n c tio n a l c o s ts .  
Cost a n a ly s is  by fu n c tio n s  i s  u s e fu l  t o  management beoause i t  
u s u a lly  i s  more Im portant to  know how much i t  c o s t t o  perform  
a c e r ta in  opera tion  th an  to  know th e  t o t a l  co st o f  n a tu r a l  
expanse item s. E xecu tives a re  provided a d e ta ile d  p ic tu re  
o f  m arketing o p e ra tio n s  and c o s ts  a s  th e  p a tte rn s  and o u tlin e s  
o f  th e  m arketing s t ru c tu re  a re  rev ea led  when c o s ts  a re  fUnc- 
t io n a l iz e d .  S ig n if ic a n t  changes in  t o t a l  d is t r ib u t io n  expenses 
can be tra c e d  t o  sp e o if io  fu n c tio n s  and item s o f  expense f a r  
each fu n c tio n .
C osting an a c t iv i t y  o r fu n c tio n  a ls o  p rov ides fo r  
r e s p o n s ib i l i ty  r e p o r t in g .  Each fu n c tio n a l  c la s s i f i c a t io n  
should be made th e  r e s p o n s ib i l i ty  o f an in d iv id u a l departm ent 
head . B usinesses a re  norm ally  organized on fU no tional l in e s ;  
t h i s  b usiness o rg an iz a tio n  i s  a n a tu r a l  outgrowth o f th e  concept 
o f  s p e c ia l iz a t io n . F u n c tio n a l c o s t rec o rd s  a re  based on t h i s  
manner o f  bu sin ess  o rgan iza tion  in  which r e s p o n s ib i l i ty  and 
a u th o r i ty  a re  subdiv ided  on th e  p r in c ip le  o f s p e c ia l iz a t io n .  
In d iv id u a ls  can be he ld  resp o n sib le  f a r  changes in  o o s ts  through 
th e  use o f  fu n c tio n a l c o s t re c o rd s . F i r s t  hand f a c t s  concerning 
a c tu a l  and standard  performance can be given to  o f f i c i a l s  a t  
le v e ls  o f  a u th o r i ty  and re sp o n s ib ili ty *
C osting d is t r ib u t io n  fu n c tio n s  a llow s f o r  th e  measurement 
o f  e f f ic ie n c y  in  th e  performance o f  th e s e  fu n c tio n s . T h is 
measurement i s  accom plished by a comparison o f a c tu a l  r e s u l t s  
w ith  predeterm ined s ta n d a rd s , A fu n c tio n a l c la s s i f i c a t io n  
o f  expense can serve a s  a base from which to  s t a r t  a s  t h i s
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c la s s i f ic a t io n  r e a d i ly  len d s i t s e l f  to  th e  p rep a ra tio n  o f 
s tan d ard s and budgets . M eaningful d is t r ib u t io n  c o s t a n a ly s is  
re q u ire s  an exam ination o f  th e  s im i l a r i t i e s  and d if fe re n c e s  
o f  th e  v a rio u s  fu n c tio n a l  a reas , o f o p e ra tio n  t o  s e le c t  
s a t i s f a c to r y  work u n i ts  on w hich s tan d a rd s  oan be s e le c te d . 
A nalysis o f  d is t r ib u t io n  c o s t by o p e ra tin g  fU notions has 
proven to  be a u s e fu l  approach because th e  purpose and th e  
r e s p o n s ib i l i ty  f o r  th e  c o s ts  a re  in v e s tig a te d . The development 
o f fu n c tio n a l c o s ts  and s tan d ard s g r e a t ly  f a c i l i t a t e s  th e  f u r th e r  
a n a ly s is  o f  d is t r ib u t io n  c o s ts .
CHAPTER IV
SELECTING DISTRIBUTION GOST STANDARDS
A complete d is t r ib u t io n  c o s t accoun ting  p lan  must 
produce bo th  predeterm ined c o s ts  and h i s t o r i c a l  c o s ts .  Before 
management makes an im portan t d e c is io n , an e s tim ate  o f  th e  
c o s t invo lved  must be made and l a t e r  th e  a c tu a l  incu rrence  o f 
c o s ts  must be dst e rn ined  and compared w ith  th e  advance e s tim a te s . 
H is to r ic a l  a n a ly s is  o f  c o s t i s  n o t s u f f ic ie n t  f o r  m anagerial 
c o n tro l  a s  management needs to  know what th e  c o s ts  should 
have been a s  w e ll a s  what the  c o s ts  a re .
D e f in it io n  o f S tandard  Costs
Standard c o s ts ,  a s  used in  t h i s  s tu d y , r e f e r  to  
predeterm ined c o s ts  s e t  a s  s c i e n t i f i c a l l y  a s  p o ss ib le  w ith  an 
aim  o f  ach iev ing  a c e r ta in  goal o f  perform ance. Standard c o s ts  
re p re se n t what th e  c o s ts  should be under a t ta in a b le  good 
perform ance; s tandard  c o s ts  do n o t n e c e s s a r i ly  im ply th a t  
p e rfe c tio n  has been a t ta in e d  in  perform ance. S tandards a re  
y a rd s tic k s  by which achievem ent, o r  la c k  o f  achievem ent, can 
be m easured, and c o s t tre n d s  a re  in d ic a te d  by a comparison o f 
a c tu a l  c o s ts  and standard  o o s ts . These y a rd s tic k s  a re  norm ally  
developed through  eng ineering  o r  tim e study  a n a ly s is  and tend
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t o  r e f l e c t  h i s t o r i c a l  experience .
There a re  same d if fe re n c e s  between standards a s  ap p lied  
t o  production  o p e ra tio n s  and a s  a p p lied  to  d is t r ib u t io n  o p e ra tio n s . 
S tandards ad ap tab le  t o  p roduction  measure a d i r e c t  r e la t io n s h ip  
between e f f o r t  and r e s u l t .  T h is r e la t io n s h ip  may n o t e x is t  in  
some d is t r ib u t io n  c o s ts ,  • s p e c ia l ly  those  concerned w ith  o rd er 
g e t t in g .  In  t h i s  study  th e  two p r in c ip a l  d i s t r ib u t io n  fu n c tio n s , 
d i r e c t  s e l l in g  and a d v e r t is in g  and s a le s  prom otion, a re  considered  
a s  o rd e r -g e tt in g  c o s ts ,  o r  those  c o s ts  in cu rred  in  a c t i v i t i e s  
concerned w ith  persuad ing  th e  custom er to  buy. D ire c t s e l l in g  
d i f f e r s  from th e  o th e r  o rd e r -g e tt in g  oost s in ce  i t  in c lu d es  
th o se  a c t i v i t i e s  which re p re se n t p r im a r ily  p e rso n a l p re se n ta tio n  
o f  th e  se rv ice  o r product to  p ro sp ec tiv e  b u y e rs . O ther d i s t r i ­
b u tion  c o s ts  in cu rre d  f o r  execu ting  th e  s a le s  o rder a re  
d esigna ted  a s  o r d e r - f i l l i n g  c o s ts .  Many o r d e r - f i l l i n g  a c t iv i ­
t i e s  r e l a te  t o  th e  p h y s ic a l hand ling  o f  goods and c l e r i c a l  
o p e ra tio n s . O rd e r-g e ttin g  a c t i v i t i e s  a re  m ainly concerned 
w ith  n o n re p e tit iv e  o p e ra tio n s , w hile o r d e r - f i l l i n g  o o s ts  a re  
concerned more w ith  r e p e t i t iv e  o p e ra tio n s .^
Standard c o s t f o r  o rd e r -g e tt in g  a c t i v i t i e s  a re  o ften  
based on u n i ts  which measure e f f o r t  expended r a th e r  than  
r e s u l t s  o b ta in ed . For example, th e  work u n i t  f o r  a d v e r t is in g  
may be co st p e r re a d e r  o r  p e r in q u iry  rec e iv e d , and th e  standard  
f o r  s e l l in g  c o s t may be based upon a u n i t  o f  c o s t p e rs s a le s  
c a l l .  A comparison o f  a c tu a l  and budgeted c o s t u s in g  th e se
■*The N a tio n a l A ssocia tion  o f  A ccountants, Cost C on tro l £ &  
M arketing O perations. R esearch S e r ie s  Nunbsr 25» 26, 27~(New York* 
The N a tio n a l A ssoc ia tion  o f  A ccountants, 1954) t  PP» 31-61.
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baflas w i l l  show how e f f e c t iv e  th e  c o s t i s  in  reach in g  p ro sp ec tiv e  
custom ers w ith  th e  company's sa le s  a p p e a l. However, th e se  b ases 
w i l l  n o t measure th e  e ffe c tiv e n e ss  o f  s a le s  e f f o r t  in  term s o f 
s a le s  o rd er o b ta in ed .^
Standards and budgets a re  c lo s e ly  r e la te d  because 
s tan d ard  c o s ts  serve  a s  b u ild in g  b locks w ith  which th e  budgets 
a re  c o n s tru c te d . Budgets a ttem pt t o  s e t  up a predeterm ined 
stan d ard  o f o p e ra tio n s  fo r  a period  o r  p ro je c t  taken  a s  a whole 
w hile s tan d ard s  a re  concerned w ith  c o s t  p e r  u n i t .  Thus, when 
stan d ard  o o s ts  a re  employed, th e  budget i s  la rg e ly  a summary 
o f  s tan d ard s  fo r  a l l  item s o f  revenue and expense.
Standard c o s tin g  i s  a very  v e r s a t i l e  to o l  w ith  many 
u se s , b u t probably  i t s  g re a te s t  c o n tr ib u tio n  i s  in  th e  f i e l d  
o f  c o s t c o n tro l .  Cost c o n tro l cannot e x is t  w ithou t som ething 
a g a in s t which a c tu a l  r e s u l t s  can be compared. S tandard c o s ts  
provide c r i t e r i a  hy which i t  i s  p o ss ib le  t o  a s c e r ta in  what th e  
c o s ts  should have been , what th ey  a c tu a l ly  a r e ,  and why th e re  
i s  a d if f e re n c e . Management i s  su p p lied  w ith  y a rd s tic k s  o f  
measurement f o r  use in  th e  day -to -day  job  o f judg ing  o p e ra tin g  
perform ance.
g f f e c t  o f  Accompanying C onditions
In  c o n sid erin g  th e  adoption o f  s tan d ard s f o r  d i s t r ib u t io n ,  
i t  i s  im portan t t o  determ ine i f  th e  surrounding co n d itio n s  a r e  
conducive t o  a su c c e ss fu l use o f standard  c o s ts  f o r  c o s t c o n tro l .
2I b i d . ,  p .  31,
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F i r s t  o f  a l l ,  management should be i n t e r e s t  ad ih  c o n tro l lin g  
cost* l a  o rd er to  achieve maxlmim u t i l i z a t i o n ,  d is t r ib u t io n  
o o st a n a ly s is  must be so ld  to  th e  to p  management and th e  m arketing 
management. There may be l i t t l e  d i f f i c u l t y  in  s e l l in g  m arketing 
management because th e  data  supp lied  by th e  program can be o f  
Inva luab le  a s s is ta n c e  to  them in  accom plishing t h e i r  o b jec tiv es*  
Top management i s  u s u a l ly  in te r e s te d  in  any program which can 
Improve n e t  p r o f i t ;  however, th ey  a ls o  want th e  assu rance  th a t  
t h i s  improved n e t  p r o f i t  in  th e  d i s t r ib u t io n  o p e ra tio n s  w i l l  
n o t be o f f s e t  by in c re ased  c o s ts  in  o th e r  company o p e ra tio n s , 
p a r t i c u la r ly  th e  accoun ting  p rocedures.
I t  i s  a ls o  im portan t to  understand  what management 
th in k s  such a system  w i l l  and w i l l  n o t accom plish. Management 
must understand the  p r in c ip le s  and b a s ic  o p e ra tio n s on which 
th e se  s tan d ard s a re  e s ta b lish e d  and th e  ways th ey  may be employed 
to  f a c i l i t a t e  p lann ing  and c o n tro l .  Management may have r a th e r  
se rio u s  m isconceptions a s  to  what i s  involved  in  e s ta b l is h in g  
d is t r ib u t io n  s ta n d a rd s . The advantages and d isadvan tages o f 
standard  c o s ts  should be f u l ly  review ed and d iscu ssed  w ith  a l l  
management e x e c u tiv e s . Management may be under th e  f a ls e  
im pression th a t  th e  s tan d ard s in  them selves w i l l  a u to m a tica lly  
b r in g  about oost red u c tio n s  and improvements in  o p e ra tin g  r e s u l t s .  
The accountant may f in d  an ed u ca tio n a l program i s  needed b e fo re  
d is t r ib u t io n  s ta n d ard s  can be e s ta b lis h e d  w ith  any reasonab le  
chance f a r  su ccess . Management should r e a l iz e  th a t  standard  
c o s ts  a re  f le x ib le  and systems and methods can be adapted  to  
develop in fo rm ation  which th ey  n eed . Accountants w i l l  be more
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in te r e s te d  i s  producing d is t r ib u t io n  o o st d a ta  i f  th e y  a re  
co n fid en t th a t  th e  r e s u l t s  w i l l  be used ,
A fundam ental p r in c ip le  in  s e t t in g  s tan d ard s i s  th a t  
th o se  re sp o n sib le  f o r  m eeting s tan d ard s should have th e  opp o rtu n ity  
o f  p ass in g  upon them befo re  th ey  a re  f i n a l l y  s e t .  The people 
Whose a c t i v i t i e s  a re  c o n tro lle d  by th e  standard  c o s t system 
a re  n a tu r a l ly  in te r e s te d  in  th e  methods follow ed in  s e t t in g  
th e  s ta n d ard s . These people ean be o f  g re a t a s s is ta n c e  to  th e  
accoun tan t because th e y  a re  keen ly  in te re s te d  th a t  th e  problems 
o f  d is t r ib u t io n  a re  given p roper w eigh t. These people have 
in s ig h t  in to  d ay -to -d ay  problems t h a t  I s  va lu ab le  fo r  fo rm ula ting  
s ta n d a rd s .
In  s e le c t in g  standards f o r  d is t r ib u t io n  c o s ts ,  th e  program 
should be explained  f u l ly  t o  th e  su p e rv iso rs  o f  c o s t c e n te rs  a s  
a means o f  s o l ic i 'ta g  t h e i r  su p p o rt. These su p e rv iso rs  should 
have an honest d e s ire  t o  meet th e  s ta n d a rd s . They should f e e l  
t h a t  the  standards a re  accu ra te  and in  term s th a t  th e  employees 
under t h e i r  su p e rv is io n  w i l l  unders tand . Standard c o s ts  m ist 
a ls o  be explained  t o  th e  employee i f  maximum e ffe c tiv e n e s s  i s  
t o  be o b ta in ed . The la b o r  foroe in  th e  cost c e n te r  t o  be measured 
should p a r t ic ip a te  in  s e t t in g  th e  s tandards so  th a t  th ey  w i l l  
b e lie v e  th e  s ta n d a rd s  a re  a c c u ra te , r e l ia b le  performance 
measurements. Sinoe th e  success o f  a s tan d ard  d is t r ib u t io n  
c o s t  system depends on the  r e l i a b i l i t y  and accuracy  o f  th e  
s ta n d a rd s , extreme care  must be taken  t o  be su re  t h a t  a l l  
f a c to r s  have been considered  in  th e  estab lish m en t o f  s ta n d ard s .
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The standard  d is t r ib u t io n  co s t system  has to  be developed 
a s  i t  i s  seldom com pletely s a t i s f a c to r y  in  the  e a r ly  y e a rs  o f  
o p e ra tio n . The su p e rv iso rs  and employees consu lted  w i l l  be 
more l ik e ly  t o  accep t th e  system beoause th ey  w i l l  f e e l  th a t  
th e y  had a p a r t  in  d e v is in g  i t .  Saoh in d iv id u a l  employee should 
a ls o  know h is  c o rre c t  re la t io n s h ip  to  th e se  s tandards and uha t 
performance i s  expected o f  him. Cost c o n tro l i s  h ig h e s t when 
standards are  s e t  in  term s o f  p e rso n a l r e s p o n s ib i l i ty  a s  in d iv id u a ls  
axe more in c lin e d  t o  do a b e t t e r  jo b  when th e y  have a c le a r  idea 
o f what c o n s t i tu te s  an accep tab le  jo b . Management and o p e ra tin g  
personnel w i l l  be mare l ik e ly  t o  have confidence in  th e  standards 
and co n sid er th e  s tan d ard s  e s ta b lish e d  t o  be c o rre c t and f a i r .
As th e  accountant works c lo se ly  w ith  th e  d is t r ib u t io n  p eop le ,  
he w i l l  be ab le  t o  determ ine i f  th e  system embodies th e  b e s t  
company th in k in g .
The Importance o f  an adequate accounting  s tru c tu re  i s  
o ften  overlooked, bu t w ithout e f f e c t iv e  accounting  c o n tro l  
th e  r e s u l t s  o f  th e  p l a n t 's  o p e ra tio n s  may be in c o r r e c t ly  s ta te d .  
U nless th e re  i s  an adequate accounting  s t r u c tu r e ,  th e re  can be 
no reasonab ly  accep tab le  plan o f  accoun ting  c o n tro l .  The accounting  
plan should provide fo r  th e  e s s e n t ia l  accounts and make a v a ila b le  
th e  n ecessa ry  p la n s  and procedures f o r  hand ling  th e  accounting  
d e ta i l s  o f th e  b u s in e ss . T h is s t ru c tu re  must a ls o  inc lude  
e s s e n t ia l  machinery fo r  c o n tro ll in g  costs through th e  bookkeeping 
mechanism. Changes in  th e  accounting  procedure may be n ecessa ry
befo re  a ttem p ting  to  e s ta b l is h  d is t r ib u t io n  s ta n d a rd s .
In  o rder f o r  standards t o  be e f f e c t iv e  in  th e  c o n tro l and
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measurement o f  c o s ts ,  i t  i s  necessaxy th a t  th ey  he e s ta b lis h e d  
f o r  a d e f in i te  p e riod  o f  time* S tandards should u su a lly  n o t 
be s e t  f o r  a l e s s e r  tim e period  than s ix  months* Variance 
accounts should a ls o  be kep t over a lo n g  p eriod  o f time* T h is 
In form ation  w i l l  enable management to  study  s e p a ra te ly  th e  long - 
range co s t trends*
T e r r i to r i a l  Cost S tandards
F a s t ,  p re s e n t , and fo re c a s te d  fu tu re  co n d itio n s  in  th e  
b u s in ess  o rg an iza tio n  and in  th e  tra d e  t e r r i t o r i e s  must be 
considered  in  s e t t in g  d is t r ib u t io n  s tan d ard s  f o r  t e r r i t o r i e s  a s  
th e  same s tan d ard s may n o t be a p p lic a b le  in  d i f f e r e n t  geograph ica l 
a reas*  The d is ta n c e  o f  th e  t e r r i t o r y  from th e  m anufacturing 
p la n t must be considered  in  e s ta b l is h in g  s ta n d a rd s ; obv iously  
m arkets f a r th e r  from th e  m anufacturing  p la n t  w i l l  have g re a te r  
t ra n s p o r ta tio n  expense p e r u n i t  than  th o se  m arkets lo ca te d  in  
th e  same t e r r i t o r y  a s  th e  p lan t*
Standard c o s ts  fo r  a d v e r t is in g  w i l l  a ls o  v a ry  accord ing  
to  d i f f e r e n t  zones such a d v e r t is in g  i s  to  cover. Cne exp lanation  
fo r  t h i s  i s  th a t  d i f f e r e n t  a d v e r t is in g  media w i l l  be used in  
d i f f e r e n t  t e r r i t o r i e s  because o f  th e  v a rio u s  types o f  consumers 
found in  th e  d i f f e r e n t  t e r r i t o r i e s .  A salesmen working In  a 
h ig h ly  populated geograph ica l a rea  w i l l  a ls o  have a standard  
c o s t pe r c a l l  and s a le s  o f  the  u n i t  t h a t  i s  co rrespond ing ly  low 
compared w ith  th a t  o f  a salesman t r a v e l in g  in  a sp a rse ly  
s e t t l e d  area* The nathtre o f  th e  coverage a ls o  a f f e c t s  th e
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tim e and c o s t req u ire d  to  serve a t e r r i t o r y .  Salesmen may be 
req u ire d  to  s to p  weekly a t  each p o ss ib le  o u t le t  w hile o th e r  
t e r r i t o r i e s  i d l l  be covered le s s  f re q u e n tly . The n a tu re  o f 
th e  com petition in  th e  d i f f e r e n t  reg io n s  w i l l  a ls o  a f f e c t  th e  
standard  c o s ts  fo r  a d v e r t is in g  and d i r e c t  s e l l in g .
I t  i s  o ften  sa id  th a t  m arketing  fu n c tio n s  v a ry  so 
much between tim e p e rio d s  and between companies th a t  i t  i s  
im possible to  e s ta b l is h  and use standard  c o s ts .  However, c lose 
exam ination w i l l  r e v e a l  th a t  many d i s t r ib u t io n  a c t i v i t i e s  a re  
uniform  and a re  su sc e p tib le  to  techn iques fo r  s e t t in g  s tan d ard s 
on a p h y s ic a l b a s i s .  The same b a s ic  techn iques and methods 
used to  determ ine production  s tan d ard s  may be used in  determ in ing  
many d is t r ib u t io n  s ta n d a rd s . The d e te rm ina tion  o f a standard  
s a le s  volume i s  th e  s t a r t i n g  p o in t In  th e  estab lish m en t o f  
s tan d a rd s  f o r  d is t r ib u t io n  c o s ts .  A standard  fu n c tio n a l u n i t  
o o st should be e s ta b lis h e d  f o r  each d is t r ib u t io n  a c t iv i t y  
on th e  b a s is  o f  a normal c a p a c ity .
S tandards fo r  R e p e tit iv e  O perations
D is tr ib u tio n  fu n c tio n s  can be d iv id ed  in to  r e p e t i t iv e
and n o n re p e tit iv e  fu n c tio n s . A job  a tid l t  o r  a n a ly s is  may be
prepared  f o r  a l l  fu n c tio n s ; a l l  th e  o p e ra tio n s  performed
in  each function  a re  l i s t e d  a s  com pletely  a s  p o ss ib le  on th e  job
a n a ly s is .  The o b je c t o f  a job  a n a ly s is  i s  to  measure tim e
apportionm ent among th e  ta s k s  com prising a fu n c tio n . Ctace jobs
a re  determ ined each opera tion  should be s tu d ied  to  determ ine 
i f  th e  p rocedures a re  r e p e t i t iv e  and ro u tin e  in  n a tu re  and can
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be standard ized*
For each d is t r ib u t io n  A m otion in  which th e re  e x is t s  a 
f a i r l y  re g u la r  work ro u tin e , i t  i s  p o ss ib le  to  study  such a 
ro u tin e  and reco rd  th e  t i n e  t h a t  each o p era tio n  should re q u ire  
under norm al e x is t in g  cond itions*  In form ation  can be ob tained  
from th e  su p erv iso r and th e  employees perform ing th e  opera tions*  
P revious tim e and motion study  re p o r ts  may a ls o  be examined in  
de te rm in ing  th e  standard  tim e f o r  each operation* However, 
o v e r -a l l  averages o f  p a s t performance should be avoided a s  th ey  
may con ta in  unnecessary  d e la y s  and th u s  may n o t r e f l e c t  good 
performance*
The number o f  o b se rv a tio n s req u ire d  w i l l  va ry  between 
ta s k s .  I f  any one o f  th e  o b se rv a tio n s  d e v ia te s  r a d ic a l ly  from 
th e  m a jo rity  o f th e  o b se rv a tio n s , t h i s  d e v ia tio n  should be 
in v e s tig a te d  in  o rder to  determ ine i f  th e  observation  should, 
be included  in  determ in ing  th e  stan d ard  performance r a t e  o r 
d isca rd ed  e n t i r e ly .  In  choosing th e  number o f  o b se rv a tio n s 
t o  be included  in  computing th e  standard  f o r  a d is t r ib u t io n  
elem ent, th e  human elem ent becomes a f a c to r  t h a t  must be 
recognized* However, th e  margin o f  e r r o r  due to  fa t ig u e  and 
o th e r  p e rso n a l fa o to rs  i s  u s u a l ly  sm all and in s ig n if ic a n t .
An adjustm ent t o  th e  stan d ard  should be made fo r  
nonproductive tim e lo s t  th rough  r e s t ,  in te r ru p tio n s ,  f a t ig u e ,  
and o th e r  norm al fa c to r s  a f f e c t in g  production  tim e in  a norm al 
working day* Before f i n a l  accep tance, th e  r a t e  should be 
te s te d  by a s ta n d a rd  committee* A tim e s tandard  can th en  be 
ap p lied  to  each opera tion  elem ent and should r e f l e c t  a f a i r
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perform ance expectancy fo r  a worker o f  accep tab le  a k lU  fu n c tio n in g  
a t  a reasonab le  pace . Ctaoe a standard  tim e per opera tion  i s  
determ ined , th e  standard  number o f  o p e ra tio n s  t h a t  could be 
performed in  any given t in e  period  can th en  be computed ty  
d iv id in g  th e  t o t a l  working tim e in  th a t  p e rio d  by th e  standard  
t in e  per o p e ra tio n .
Standard tim e may then  be converted  in to  s tan d ard  u n i t  
c o s ts  by app ly ing  th e  c o s ts  expected to  p re v a i l  d u rin g  th e  
p e rio d  fo r  which s tan d ard s  a re  s e t .  When t h i s  s tandard  tim e 
i s  r e la te d  to  th e  wage r a t e  f o r  th e  employees perform ing th e  
t a s k s ,  th e  standard  oost would be known. T h is standard  could 
be used f o r  p e r io d ic a l  comparison w ith  th e  a c tu a l  c o s ts .
Management would th en  know when unfavorab le  v a ria n ce s  had 
oocurred and could  devote e f f o r t  t o  f in d in g  th e  reason f o r  th e  
o e e u r r a i c .^
An acoountant f a m il ia r  w ith  standard  c o s ts  should be 
In charge o f  th e  procedure f a r  e s ta b l is h in g  s tan d ard s f o r  
d is t r ib u t io n  m a te r ia ls .  Y e ar-to -d a te  t o t a l s  o f m a te r ia l  q u an ti­
t i e s  should be s tu d ie d  and used a s  guides in  s e t t in g  th e  
p h y s ic a l q u a n ti ty  o f  d is t r ib u t io n  m a te r ia ls  needed. Work 
sam pling can be used a ls o  In  determ in ing  th e  s tan d ard s f o r  
m a te r ia ls  used in  d i s t r ib u t io n .  The eng ineering  departm ent 
may b e  used e x te n s iv e ly  f o r  conducting  t e s t s  under c o n tro lle d  
c o n d itio n s . A q u a n ti ty  o f m a te r ia l  can be put In to  th e
3
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d is t r ib u t io n  p ro cess  and th e  r e s u l t s  can be c a re fu l ly  analyzed* 
The accountant w i l l  a ls o  need a s s is ta n c e  from d is t r ib u t io n  
su p e rv iso rs  who a ra  tho rough ly  fa m ilia r  w ith  th e  m a te r ia ls  
used in  each d i s t r ib u t io n  function* T ogether th e y  should 
e s ta b l is h  d e ta i le d  Inform ation  regard ing  th e  standard  m a te r ia l  
components needed in  each d is t r ib u t io n  fu n c tio n . T his 
th e o re t lo a l  m a te r ia l  q u a n ti ty  must inc lude  f a c to r s  f o r  sc ra p , 
sh rinkage, and w aste .
The b e s t  p r in c ip le  t o  keep in  mind in  e s ta b l is h in g  
m a te r ia l  p r ic e  s tan d ard s  i s  to  base th e  s tandard  on th e  
b e s t  in fo rm ation  p o s s ib le .  An id e a l  standard  should tak e  
in to  c o n s id e ra tio n  bo th  p a s t p r ic e s  and a n tic ip a te d  p r ic e s .
A ll fo reseeab le  f a c to r s  such a s  s t r ik e s ,  v ide  f lu c tu a t io n s  
in  p r ic e s ,  w eather c o n d itio n s , and new d isc o v e r ie s  in  m a te r ia l  
must be weighed in  s e t t i n g  m a te r ia l  p r io e  s ta n d a rd s . The 
pu rchasing  departm ent should plaoe an expected m a te r ia l  p r ic e  
on th e  d is t r ib u t io n  m a te r ia ls  and use t h i s  in  determ in ing  th e  
m a te r ia l  p r ic e  s ta n d a rd .
While th e  u n i t  o f  v a r i a b i l i ty  f o r  most o r d e r - f i l l i n g  
c o s ts  ten d  to  v a ry  w ith  s a le s  volume, th e  in d iv id u a l c o s t u n i ts  
respond to  d i f f e r e n t  s a le s  a c t i v i t i e s .  T h is  re la t io n s h ip  
between th e  amount o f  each v a r ia b le  c o s t component and an 
ap p ro p ria te  measure o f  a c t i v i t y  must be e s ta b lis h e d . For 
example, where p roducte a re  so}d on consignment, th e  c o s ts  
o f  t ra n a p o r ta t in g  th e  product t o  th e  consignee w i l l  be in cu rred  
in  one month and th e  s a l e s  o f  th e  product may n o t occur u n t i l
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much la te r*
Standard  Costa f o r  Warehousing and H andling
Warehousing and hand ling  expenses a re  in cu rre d  from 
th e  tim e f in ish e d  goods a re  rece ived  from th e  production  p rocess 
o r  an o th e r concern u n t i l  th ey  a re  ready  fo r  shipment o r de livery*  
In  w holesaling  and r e t a i l i n g  o rg an iz a tio n s  th e  c o s t o f  th e  
re c e iv in g  fu n c tio n  i s  u su a lly  inc luded  w ith in  t h i s  group* The 
warehousing and hand ling  o p era tio n s perform ed a re  la rg e ly  o f  
a r e p e t i t i v e  n a tu re  and lends them selves to  s ta n d a rd iz a tio n  
and c o s t c o n tro l in  a manner s im ila r  t o  th a t  o f p roduction  
o p e ra tio n s . I n d u s t r i a l  eng ineering  methods and personnel can 
be u t i l i z e d  to  s e t  o p e ra tio n  s tan d ard s because warehousing 
c o n s is t  la rg e ly  o f  p h y s ic a l handling  a c t iv i t ie s *
I f  each t e r r i t o r y  has i t s  own warehouse and hand ling  
f a c i l i t i e s  and c l e r i c a l  employees f o r  p rocessing  o rd e rs , 
th e se  c o s ts  a r e  d i r e c t  charges t o  t e r r i to r i e s *  However, when 
th e  company c e n tr a l iz e s  such f a c i l i t i e s ,  th e  oost must be a llo c a te d  
to  th e  t e r r i t o r i e s *  When c e n tra l iz e d  f a c i l i t i e s  a re  used , sh ipp ing  
c le rk s  a re  re q u ire d  to  account fo r  t h e i r  tim e between t e r r i to r i e s *
Shipping forms may in d ic a te  th e  type  o f  packaging used 
in  shipment by codes so t h a t  th e  standard  allow ed f o r  each o rd e r 
can be determined* T h is allow s th e  charg ing  o f  each o rd e r fo r  
warehousing c o s t and on ly  perm its  a comparison o f  a c tu a l  c o s ts  
o f  warehousing t o  be compared w ith  th e  standard  c o s t o f  th e  
a c t iv i t y .
Where a l l  p roducts  a re  approxim ately  th e  same s iz e  and
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w eigh t, p roduct u n i ts  can be used fo r  developing warehousing 
and hand ling  s tandard  c o s t .  However, i f  th e  e f f o r t  req u ire d  
to  move and handle each product l in e  d i f f e r s  due to  th e  d is p a r i ty  
o f s iz e  and weight among p roducts , a ta b le  o f  u n i t  e q u iv a le n ts  
f o r  th e  p roducts can be computed. For in s ta n c e , th e  sm a lles t 
item  can be assigned  a value o f  1 u n i t ,  th e  n ex t la rg e r  
product 1  1 /4  u n i t ,  th e  n ex t 1 1 /2  u n i t ,  and so f o r th .  T h is 
w eigh ting  f a c to r  compensates f o r  th e  d if fe re n c e  in  packing 
and hand ling  tim e r e s u l t in g  from th e  n a tu re  o f  th e  p ro d u c t.
To determ ine th e  number o f  u n i t s  put in to  stook , th e  a o tu a l 
number o f product u n i ts  can be m u ltip lie d  by th e  p roper u n i t  
e q u iv a le n t.
Standard and a c tu a l  u n i t  c o s ts  can be developed u sin g
/
th e  most a p p lic a b le  o f  th e  fo llow ing  work u n i ts )
FUNCTION WORK UNITS
R eceiving Purchase invo ice  l in e
Weight o r number o f sh ipp ing  u n its  
Shipment
D o lla r  o f  merchandise purchased
P r ic in g , Tagging, and Marking Warehouse u n i t  handled
Invo ice  l in o
S o r tin g  P h y s ica l u n i t  s to re d
D o lla r  o f  average inven to ry  
Order
^Many o f  th e  work u n i ts  were developed frcm t 
J .  K, L esse r Tax I n s t i t u t e ,  J*  K* L a s s o e s  Standard 
Handbook f o r  A ccountants (Hew York) McGraw-Hill Book Company, I n c , ,
1 9 5 ^ ,  PP. 9-174 -  9 -175 .
J .  Brooks H eckert and Robert B , M iner, D is tr ib u tio n  C osts, 
Second E d itio n  (New York) The Ronald P re ss  Company, 1953), p .  247.
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FUNCTION WORK units
Assembling Stook f o r  Shipment Order
Order l in e
Item
Shipment
S a les  tra n s a c tio n
H andling R eturns Return
Paoking and Wrapping Order
Order l in e
P h y s ica l u n i t  shipped 
Shipment
Taking P hysica l In v en to ry  Warehouse u n i t
D o lla r  o f average in v en to ry
C le r ic a l  H andling o f  
Shipping O rders Order
Item
Shipment
S a le s  tra n s a c tio n  
Order l in e
T o ta l Warehousing and 
Handling Shipment
Order l in e  
Item  handled
P h y s ica l u n i t  o f goods handled
(p ro d u c t, w eight, o r  w eighted fa c to r )
S tandard C osts fo r  T ran sp o rta tio n
T ran sp o rta tio n  expenses a s  used in  t h i s  study  begin  a t  th e  
p o in t where th e  p roducts a re  packaged ready  f a r  sh ipp ing  and 
d e liv e ry  and c o n s is t  o f th e  sh ipp ing  and d e liv e ry  c o s ts  in cu rred  
in  g e t t in g  th e  p roducts in to  customers* p o ssessio n . Often 
t r a f f i o  ro u tin g s  a re  c a re fu lly  e s ta b lish e d  by competent t r a f f i c  
men; th ese  t r a f f i c  ro u tin g s  a re  designed  to  produce econom ical 
p h y s ic a l d is t r ib u t io n  c o s ts  fo r  th e  req u ire d  d is t r ib u t io n  
p a t te r n .
T ran sp o rta tio n  co sta  a re  d i r e c t  charges t o  t e r r i t o r i e s  
i f  each geograph ica l u n i t  has i t s  own d e liv e ry  equipm ent. When 
th e  tra n s p o r ta tio n  f a c i l i t i e s  a re  c e n tra l iz e d , th e  oost must be 
a l lo c a te d  to  th e  t e r r i t o r i e s .  T ran sp o rta tio n  c o s ts  can be 
id e n t i f ie d  a s  to  t e r r i t o r i e s  by in v o ice  numbers.
Because th e  t ra n s p o r ta tio n  fu n c tio n  c o n s is ts  la rg e ly  o f  
p h y s ic a l operations*  th e  same type o f  techn iques as a p p lied  
in  p roduction  o p e ra tio n s  to  develop s tan d ard s can be u sed .
The techn ique th a t  i s  used in  time s tu d ie s  o f  m anufacturing 
o p e ra tio n s  can be employed except th a t  tim es a re  taken  an a 
b roader opera tion  than  th e  elem ents o r  m otions observed in  
shops. For Instance*  th e  standard  may be developed on 
day-long  s tu d ie s  w ith  th e  tim e study  o bserver w atching a l l  
o p e ra tio n s and th e  tim e req u ired  to  perform  th e  o p e ra tio n s  
th e  e n t i r e  day.
There i s  a marked s im i la r i ty  in  b a s ic  tra n s p o r ta tio n  
fu n c tio n s  even in  d i f f e r e n t  in d u s t r ie s .  However* in  seme 
instances*  th e  t r a n s p o r ta tio n  fu n c tio n  i s  combined w ith  o th e r 
d is t r ib u t io n  fu n c tio n s  such a s  s e l l in g .  "The jo b s performed 
by th e  d r iv e r  w i l l  f a l l  in to  one of th e se  c la s s i f i c a t io n s :
1 . Job performed once f o r  each customer served
2 . Job performed once fo r  each case o r u n i t  d e liv e re d
3 . Job performed once f o r  each day o f  opera tion  *
4* Jobs r e la te d  t o  and c o n tro lle d  by th e  m ileage d riv en ."
Time stan d ard s expressed  in  m inutes per day , p e r  customer*
'Hf. D. H oldsvorth , "B ringing  D e liv e ry  Route Costs Ubder 
S tandards*" NACA B u l le t in .  XXXIV* S ec tion  1 (October* 1952)* p .  257.
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p e r  ca se , and p e r m ile  can be e s ta b lish e d  f a r  each d e ta i le d  
tra n s p o r ta tio n  expense. S ince th e  tim e req u ire d  fo r  tra n s p o r ta tio n  
fu n c tio n s  w i l l  v a ry  seme between companies and m arkets, a review  
should be made o f  th e  methods employed, th e  c h a r a c te r i s t i c s  o f  
d r iv in g  c o n d itio n s , and o th e r  fb c to rs  a f f e c t in g  tim e*
I f  th e  d e liv e ry  tru c k s  c a rry  d i f f e r e n t  ty p es o f  p ro d u cts , 
d i f f e r e n t  w eightings re p re se n tin g  r e la t iv e  space requ irem ents in  
th e  h au lin g  can be assigned  t o  th e  p ro d u cts , Even though i t  
c o s ts  more to  sh ip  la rg e r  c o n ta in e rs , th e  sm alle r c o n ta in e rs  
may have a c e r ta in  minimum c o s t .  The b u sin ess  concern should 
consider g iv in g  sm all c o n ta in e rs  a f ix ed  minimum charge even 
when th e  w eight f a c to r  i s  used in  a l lo c a t io n .  B ather than 
e s ta b l is h  s tan d ard s f o r  each shipm ent; t h i s  techn ique  i s  more 
u se fu l when th e  number o f  shipm ents i s  r a th e r  sm all and each 
shipment i s  la rg e .
In  e s ta b l is h in g  standards f o r  t r a n s p o r ta t io n  c o s ts ,  
da ta  should be compiled fo r  l ik e  u n i ts  o f  equipm ent. For example, 
th e  standard  o p e ra tin g  oost o f  a g a so lin e -o p era ted  tru c k  i s  
not th e  same a s  t h a t  o f  a d ie s e l-o p e ra te d  t ru c k , A s e t  o f  
fu n c tio n a l u n i t  c o s ts  should be computed fo r  each c la s s  o f 
autom otive equipm ent, A sep ara te  s e t  o f fu n c tio n a l u n i t  standard  
c o s ts  should a ls o  be computed fo r  l in e -h a u l  equipment and 
p ick-up and d e liv e ry  equipm ent. C ity  d e liv e ry  t ru e k s  have a 
g rea t d e a l o f  s to p p in g , and tru c k s  on long  d is tan c e  h a u ls  have 
a minimum o f  s to p p in g . Mileage operated  by each v e h ic le  c la s s  
should be recorded  so th a t  an a c tu a l  expense per m ile  can be
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o a lc u la te d  and compared a g a in s t th e  corresponding s tan d ard .
T ran sp o rta tio n  c o s ts  nay  be c o n tro lle d  by e s ta b l is h in g  
s tan d ard s  and determ in ing  a c tu a l  c o s ts  on such bases a s  co st 
p e r  th e  fo llow ing  vork u n i ts :
FUNCTION
Planning and Superv ision
WORK UNITS





T ran sp o rta tio n  C le r ic a l  Work 
E n tr ie s  in  Shipping Records Shipment
D elivery
P rep arin g  Shipping 
Documents and Recording 
Shipment
T ran sp o rta tio n  B i l l s  
H andling Claims
Loading and Unloading 
D r iv e rs ' and H e lp e rs ' Wages
G aso line, O il , R epair and 
Maintenance
Shipment
U nit o f  product shipp>ed 
Weighted u n i t  o f  p roduct shipped






Truck hours o f  opera tion  
Truck m iles 
Cubic fo o t space
Mile
Truck o p e ra tin g  hours
^Scme o f  th e se  work u n i ts  were developed from th e  fo llow ing
sou rces:
J .  K. L asser Tax I n s t i t u t e ,  op>. c i t . ,  p . 9-172.
Gordon S h iU ing law , Cost Accounting -  A nalysis and C ontro l 
(Homewood, I l l i n o i s :  R ichard D. Irw in , I n c . ,  1961), p . 406.
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FUNCTION WORK UNITS
T o ta l T ran sp o rta tio n  D o lla r  o f  shipm ents as d e liv e re d
U nit o f product shipped a s  
d e liv e re d  
Weighted u n i t  o f  produot 
U nit o f  c la s s e s  o f  produot
Standard g aso line  co st p e r m ile should be c a r r ie d  to  
f iv e  decim al f ig u r e s .  The s tandard  should be based on 
estim ated  m iles p e r  ga llon  and th e  average o r  a n tic ip a te d  c o s t 
o f  g aso line  p e r  g a llo n . The s tan d ard s can be compared a g a in s t 
th e  a c tu a l  oost p e r m ile  ob tained  ty  d iv id in g  th e  g aso lin e  
expense tor m ile s  ru n . The s tan d ard  fo r  lu b r ic a t io n  can be sert 
based on p a s t ex p erien ce . Comparison o f  standard  w ith  a c tu a l  
w i l l  re v e a l any excessive  o i l  consumption.
Some t i r e  companies w i l l  agree to  rep la ce  t i r e s  and 
tu b es  on a m ileage b a s is  and to  fu rn is h  road se rv ice  and re g u la r  
in sp e c tio n s  fo r  an agreed  f e e .  I f  an arrangem ent o f  t h i s  type  
i s  made, th e  standard  can be determ ined from th e  agreem ent. I f  
no sp e c ia l  agreement i s  made, th e  standard  c o s t p e r  m ile  o f  
t i r e  and tube  replacem ent can be e stim ated  by de term in ing  th e  
t o t a l  l i f e  o f a t i r e  in  m ileage and d iv id in g  t h i s  in to  th e
7
expected co s t f o r  t i r e s  t o  a r r iv e  a t  a standard c o s t p e r  m ile .
I f  co n d itio n s  change from one c o s t u n i t  t o  an o th e r; 
fo r  example, t r a n s p o r ta t io n  d i f f e r s  between t e r r i t o r i e s ,  a
7
W hiter H a rriso n , "Watobdog Techniques f o r  Truck C o s t,1* 
NACA B u lle t in .  XXXII, S ection  1 (December, 1950), p , 415.
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d i f f e r e n t  s tandard  should he provided fo r  eaoh t e r r i t o r y .  I t  
nay a ls o  he n ecessa ry  t o  group equipment u n i ts  accord ing  to  
t h e i r  use and accord ing  to  th e  type  o f coun try , -whether r o l l i n g ,  
m ountaineous, o r f l a t ,  in  which i t  o p e ra te s . The techn ique o f 
e s ta b l is h in g  d i f f e r e n t  s tandards fo r  each  reg ion  i s  u s e fu l  
because a comparison o f  r a t e s  between reg io n s  nay  provide 
in form ation  to  management t h a t  in d ic a te s  where new warehousing 
and p la n t lo c a tio n s  a re  re q u ire d .
S tandard C osts f o r  C red it and C o llec tio n
The c re d i t  and c o lle c tio n  departm ent has th e  genera l 
fu n c tio n  o f  ex tend ing  c re d i t  and subsequen tly  c o lle c t in g  th e  
money. Expenses a re  a ls o  in c u rre d  f a r  c r e d i t  s e rv ic e s  and 
le g a l  expenses p e r ta in in g  t o  th e  c o lle c t io n  o f  bad accoun ts .
The n a tu re  o f  th e  fu n c tio n s  and th e  work u n i ts  a p p lic a b le  
vary  co n sid erab ly  w ith  d i f f e r e n t  ty p es  o f  b u siness concerns.
I n d u s t r ia l  eng ineering  methods can be a p p lied  to  
e s ta b l is h  s tandard  tim es f o r  th e se  o f f ic e  o p e ra tio n s . These 
s tan d ard s  a re  u s u a l ly  s e t  in  d e t a i l ;  broad s tan d ard s a re  
u s u a l ly  based la rg e ly  an p e s t experience  and a re  expressed as 
th e  number o f  man-hours req u ired  to  p rocess a la rg e  number o f  
o rd ers  r a th e r  th an  th e  number o f m inutes p e r  l in e  on an o rd e r .
The company may employ a c e n tra l iz e d  ty p in g  u n i t  t h a t  
provide ty p in g  and tr a n s c r ib in g  se rv ic e s  t o  a l l  departm en ts.
®J. Frank D ickson, J r . ,  "D eterm ination o f  T rucking 
C o sts ,"  NACA B u lle t in .  XXVIII, S ec tion  1 (A p ril 15, 1947),
p .  1020.
83
B efore s e t t in g  th e  standards a survey must be  made to  determ ine
th e  work performed and th e  k ind  o f  ty p e w rite rs  u sed , w hether
manual or e l e c t r i c .  Because l e t t e r s  vary  considerab ly  in  form
and co n ten t, d i f f e r e n t  c a te g o rie s  o f  l e t t e r s  should be d e riv ed .
I f  bo th  e l e c t r i c  and manual ty p e w rite rs  a re  u sed , a se p a ra te
standard  fo r  each must be e s ta b l is h e d  f o r  each type o f  l e t t e r .
The ty p in g  o f each l e t t e r  invo lves bo th  uniform
procedures, such a s  p o s itio n in g  th e  n ecessa ry  paper and carbon
in  th e  machine, and v a r ia b le  f a c to r s  depending on th e  len g th
o f the  l e t t e r  and th e  number o f e ra su re s  made. A jo b  a u d it
l i s t i n g  a l l  th e  a c t i v i t i e s  and a corresponding  standard  tim e
f o r  each a c t iv i t y  should be made. O bservations can be made to
determ ine th e  s tandard  v a r ia b le  r a te  p e r  l in e  in  th e  body o f
th e  l e t t e r .  Each standard  should a ls o  oontain  allow ances
f o r  r e s t  and d e lay  f a c to r s .  Work sam pling can be used to  s e t
9
stan d ard s f o r  t r a n s c r ib in g  m a te r ia ls  consumed.
For th e  c r e d i t  and c o lle c tio n  fu n c tio n s  th e  work u n i ts  
could be:^®
FUNCTION WORK UNITS
C re d it In v e s tig a tio n  and Approval S a le s  o rd er
Acoount so ld
C red it s a le s  tra n s a c tio n
9
Longman and S c h if f ,  gg , c i t . ,  p . 392.
^°Muoh o f t h i s  in form ation  oame frcmi 
H eckert and M iner, gg . c i t . ,  pp. 258-259.
J .  K. L asse r Tax I n s t i t u t e ,  og. g i t . ,  pp. 9-175 -  9-176.
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FUNCTION WORK UNITS
C re d it Correspondence, Records, 
and F i le s L e t te r  
Account so ld  
S a le s  o rder 
Item
P reparing  Invo ices -  Heading In v o ice
P reparing  In v o ices -  Line Item  Order l in e
In v o ice  l in e
P o stin g  Charges to  Accounts 
R eceivable
P o stin g  C re d its  to  Accounts 
Receivable
P reparing  Customers’ 
Statem ents
Making S tr e e t  C o lle c tio n s
Handling Window C o lle c tio n s  
T o ta l C red it and C o llec tio n
Number o f p o s tin g s  p e r  hour
Invo ice
Shipment





D o lla r  c o lle c te d  
Customer
C o llec tio n
S a le s  o rder
C red it s a le s  tra n s a c tio n  
Acoount so ld
A nalysis o f th e  in form ation  appearing  on th e  invo ioes 
should be made befo re  e s ta b l is h in g  standards, f o r  c r e d i t  and 
c o llec tio n #  I f  th e  number o f  l in e s  on in d iv id u a l in v o ices  
d i f f e r s ,  standard  c o s ts  based on th e  number o f in v o io es  prepared  
would be a poor measure o f  perform ance. Standard c o s ts  based 
on th e  number o f  in v o ice  l in e s  p repared  would be a b e t t e r  measure 
o f p roduction .
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Standard Costa f o r  G eneral D is tr ib u tio n  A c t iv i t ie s
There a re  c e r ta in  g en era l c o s ts  r e l a t in g  to  d is t r ib u t io n  
a c t i v i t i e s  such a s  accounting* o ffice*  and c le r i c a l  which vary  
in  im portance in  d i f f e r e n t  concerns. Often th e se  d is t r ib u t io n  
c o s ts  a re  no t o f  s u f f ic ie n t  im portance t o  be t r e a te d  a s  a 
se p a ra te  fu n c tio n . D is tr ib u tio n  fin an ce  expenses a re  a ls o  
included  a s  a c o s t o f  genera l d is t r ib u t io n  a c t i v i t i e s .  The 
f in a n c ia l  expenses a s  considered  h ere  in c lu d e  those  c o s ts  
in cu rred  in  seouring  c a p i ta l  and ad m in is te rin g  th e  f in a n c ia l  
program o f  th e  b u s in e ss . In  t ra d in g  concerns th e  e n t i r e  g en era l 
d is t r ib u t io n  expense i s  a d is t r ib u t io n  c o s t;  in  m anufacturing  
concerns th e  oost must be sep ara ted  between production  and 
d is t r ib u t io n  a c t i v i t i e s .
P a s t experience and knowledge o f  th e  co n d itio n s  w ith in  
each s a le s  t e r r i t o r y  should make p o ss ib le  th e  p rep a ra tio n  o f  
s tan d ard s fo r  many g en e ra l d i s t r ib u t io n  a c t i v i t i e s .  D e ta ile d  
s tu d ie s  o f  in v o ic e s  and charges ean o ften  supply  an adequate 
work u n i t  f o r  such jo in t  c o s ts  a s  telephones* s ta tio n e ry *  and 
su p p lie s . G enerally  i f  a standard  i s  e s ta b lis h e d  f o r  eaoh 
type  o f o f f ic e  supply  used by each te r r i to r y *  th e  r e s u l t s  a re  
most e f fe c t iv e  and economical use  o f  th e  s u p p l i e s .^
Because many d i f f e r e n t  k in d s o f  jo b s may be performed 
in  th e  o ffice*  some o f  them a t  in f re q u e n t in te rv a ls*  a common 
b a s is  o f measurement i s  e s s e n t ia l .  A sim ple prooedure i s  to
^ J o h n  G. B looker and K eith  Weltmer* Cost A ccounting. 
T h ird  E d itio n  (New York* McGraw-Hill Book Company* In c .*  1954)» 
p . 43.0 .
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reduce th e  jobs t o  eq u iv a len t u n its*  One job  can be used a s  
a standard  in  determ in ing  th e  r e la t iv e  w eight o f  each job* 
Then by app ly ing  th ese  r e la t iv e  w eights to  th e  a c tu a l  u n i ts  
produced, th e  e q u iv a le n t u n i ts  o f  work performed w i l l  be 
developed ."^
IJhits o f  measurement which ean be ap p lied  t o  g en era l 
d is t r ib u t io n  a c t i v i t i e s  a  r e :
FUNCTION
G eneral Accounting in c lu d in g  
A uditing Fee, S a la r ie s  o f 
G eneral Bookkeeper, and 
Accounting SupjxLies
S a les  Analyses and S t a t i s t i c s
F in a n c ia l Expense
Personnel Expense
F i l in g  and M ain tain ing  Order 





G eneral le d g e r p o s tin g  
Custom ers' o rd e rs  
Invoioe l in e s
Order
Invo ice  l in e
R a tio  o f  t o t a l  d i s t r ib u t io n  
c o s t t o  sa le s  
R a tio  o f  average d is t r ib u t io n  
investm ent t o  s a le s  
R atio  o f  Inven to ry  tu rn o v er
Number o f  employees 
Number o f  persons employed, 
d isch arg ed , and r e c la s s i f ie d
Order 
L e t te r  
U n its  f i l e d
C lin ton  W* B en n e tt. S tandard C ost: How They Serve Modern 
(Englewood C l i f f s ,  New Je rse y : P re n tic e -H a ll, In c* , 
240.
Many o f  th e  o p e ra tio n s  and work u n i ts  came from:
H eckert and M iner, op* o d t . ,  p . 268*
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FUNCTION WORK UNITS
M ail Handling 
Vcuchering 
S a les  A uditing Number o f  s a le s  s l i p s
Number o f  voucher
Number o f p iaoes in  and ou t
Punching Cards
T ab u la tin g
C ash iering
Fixed A dm inistra tion  and
Number o f tra n s a c tio n s
Number o f cards
Number o f cards run
Market Research Time spent
Often home o f f ic e  employees a re  involved in  more than  
one fu n c tio n ; f o r  example a s e c re ta ry  may serve bo th  th e  s a le s  
and a d v e r tis in g  managers* R ather th an  c la s s i f y  such costB as 
gen era l d i s t r ib u t io n ,  th e se  c o s ts  may be separa ted  a s  to  th e  
fu n c tio n s  t h a t  were invo lved . Each home o f f ic e  employee vould 
be asked to  fu rn is h  a breakdown a s  t o  fu n c tio n  and t e r r i t o r y  on 
how h is  tim e was spent* The tim e sh e e ts  o f  th ese  employees 
w i l l  in d ic a te  how many hours a re  devoted to  each function* 
E xecu tives s a l a r i e s  may be t r e a te d  in  a s im ila r  manner depending 
upon th e  estim ated  tim e a llo c a tio n *
For some d is t r ib u t io n  fu n c tio n s , s tan d ard s based on time 
and m a te r ia l  s tu d ie s  a re  d i f f i c u l t  to  e s ta b l is h  because th e re  
i s  such g re a t v a r ia t io n  in  th e  d e t a i l s  o f  th e  work* For example, 
in  some n o n re p e tit iv e  d is t r ib u t io n  fu n c tio n s  such a s  a d v e r t is in g , 
th e  amount o f  expend itu re  a f f e c t s  th e  t o t a l  s a le s  volume*
Standaada f o r  N o n re p e titiv e  O perations
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Businessman u s u a l ly  have a d e f in i te  p lan underly ing  th e  
performance o f  each n o n re p e tit lv e  function}  th ese  p lan s can be 
m odified  to  r e f l e c t  g en era l expansion o r  c o n tra c tio n  of bu sin ess  
a c t iv i t ie s *  S tandard c o s t can be estim ated  on such bases*
In s m s  cases standard  fu n c tio n a l u n i t  c o s ts  fo r  a 
d is t r ib u t io n  fu n c tio n  can a ls o  be s e t  by an a ly z in g  a c tu a l  
u n i t  c o s ts  f o r  a p a s t period  and e lim in a tin g  any obvious excess 
c o s ts  from t h i s  a c tu a l  u n i t  c o s t .  P a st experience may a ls o  be 
used t o  s e le c t  th e  b e s t  procedure o f  perform ing th e  function* 
E ffe c ts  on c o s ts  because o f  expected changes in  e x te rn a l  
co n d itio n s  and planned s a le s  program should be considered*
Cost o f a d v e r t is in g  and s a le s  promotion p e r d o l la r  o f  
s a le s  can be va luab le  a s  a b a s i s  on which to  e s t a b l i s h  s tandards 
where th e se  c o s ts  a re  designed to  s tim u la te  immediate sa le s  
o f  s p e c if ic  goods* Comparisons o f  standard  and a c tu a l  co st 
o f  a d v e r t is in g  p e r d o l la r  o f s a le s  may be supplemented hy 
sh a re -o f- th e  m arket s t a t i s t i c s  to  measure th e  e f f e c t  o f 
genera l changes in  market c o n d itio n s . I f  th e  sa le s  volume 
o f  a l l  companies in  th e  market i s  low er than  th e  expected 
s a le s  volume on which th e  standards were e s ta b l is h e d , t h i s  
co n d itio n  may cause an unfavorab le  variance* Management can 
ev a lu a te  th e  a d v e r tis in g  performance under th e  changed conditions 
by observ ing  sh a re -o f- th e  market s t a t i s t i c s  t o  determ ine i f  th e  
company has m aintained  o r  in creased  i t s  share  o f th e  m a rk e t ,^
•^The N a tio n a l A ssoc ia tion  o f  Acoountants, Cost Control 
fo r  M arketing O p era tio n s. Research S e r ie s  No. 25, 26, 27 (New 
York? The N a tio n a l A ssociation  o f  A ccountants, 1954)» P. 26*
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Thus, s tan d ard s f a r  o rd e r -g e tt in g  a c t i v i t i e s  cannot be
based s o le ly  upon a s a le s  fo re c a s t a s  some co n sid era tio n  must
be given to  market p o te n t ia l  and th e  amount t o  be spen t fo r
g e tt in g  b u s in e ss . C erta in  guides can be used by management In
de term in ing  what s tan d ard s to  e s ta b l i s h  f o r  o rd eav g ettin g  o o s ts .
Management can vary  th e  amount o f  o rd e r -g e tt in g  c o s ts  in  lim ite d
m arket a re a s  t o  observe th e  r e tu rn s  ob tained  from Increm ents In
th ese  c o s ts . The r e s u l t s  from th e se  t e s t s  can be used to  provide
measurements. C om petito rs ' a c t io n s  a re  a ls o  e s p e c ia l ly  Im portan t,
e s p e c ia l ly  those  a c tio n s  reg a rd in g  th e  amount o f  a d v e r t is in g  and
a c t iv i t y  o f  co m p e tito rs ' salesm en. Probably th e  r a t i o s  o f
a d v e r t is ih g  and s e l l in g  co s t t o  s a le s  re p re s e n ta tin g  p a s t  experience
i s  used most to  in d ic a te  what can be expected from th e  same s a le s
15program in  th e  fu tu re .
Cost S tandards fo r  D ire c t S e llin g
D ire c t s e l l in g  in c lu d es  a l l  expanses o f secu rin g  o rd ers  
by d ir e o t  c o n ta c t .  T h is fu n c tio n  does n o t inc lude  a d v e r t is in g  
and s a le s  promotion b u t in c lu d es  on ly  those  d is t r ib u t io n  c o s ts  
which p e r ta in  d i r e c t l y  t o  secu rin g  o rd e rs . Since each s a l e s  
t e r r i t o r y  i s  o ften  a sep ara te  u n i t  in  th e  o rg a n iz a tio n , d i re o t  
s e l l in g  expenses can u su a lly  be charged d i r e c t ly  to  t e r r i t o r i e s .  
G enerally  th e re  a re  two broad ty p es o f  d i r e o t  s e l l in g ,  r e p e t i t iv e  
and n o n re p e tit iv e . R e p e titiv e  s e l l in g  i s  w e ll adapted to  th e  
e s tab lish m en t o f  c o s t s ta n d a rd s . On th e  o th e r hand, n o n re p e tit iv e
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s e l l in g  i s  d i f f i c u l t  t o  s ta n d a rd ize .
On th e  su rface  th e  s e t t in g  o f  a s tan d ard  tim e fo r  each 
s a le s  c a l l  may appear im possible a s  in d iv id u a l d if fe re n c e s  
e x is t  between salesmen and sa le s  s i tu a t io n s .  However, much 
p ro g ress  has been made in  s ta n d a rd iz in g  s a le s  techn iques in  
p roduct p re se n ta tio n  and in  th e  showing o f  photographs and 
sam ples. The p re v a ilin g  p ra c tic e  in  In d u s try  o f  u s in g  w e ll-  
developed sa le s  t r a in in g  programs i s  evidence o f  t h i s  u n ifo rm ity . 
C arefu l study  and experim entation  i s  a n ecessa ry  p re re q u is i te  
to  s e t t in g  standard  tim e to  be taken  fo r  each s a le s  o a l l . ^
Time s tu d ie s  o f  sa lesm en 's  a c t i v i t i e s  can be made to  
determ ine how salesmen spend t h e i r  working tim e . Time study 
o bservers can accompany s a le  m en , bu t o ften  th e  most p r a c t ic a l  
approach i s  to  ob ta in  th e  n ecessa ry  in form ation  on observa tions 
fcy su p e rv iso rs  and from sa lesm an 's  r e p o r t s .  R e su lts  from these  
s tu d ie s  oan be reduced to  standard  jo b  d e sc r ip tio n  and standards 
f o r  number o f  aooounts p e r salesmen and c a l l s  p e r day . A standard  
l i s t  o f  a c t i v i t i e s  t o  be performed may be compiled f o r  salesmen 
t o  fo llow  in  th e  f i e l d .  Under t h i s  approach salesmen a re  req u ired  
t o  tu rn  in  d a i ly  re p o r ts  showing tim e spen t w ith  each customer 
and product so ld .
In  determ in ing  th e  standard  fo r  s e l l in g  s a l a r i e s ,  management 
ehoqld conduct a survey o f  th e  e n t i r e  s a le s  o rg an iza tio n  to
^T heodore  Lang, W alter B. McFarland, and M ichael S c h if f , 
Cost Accounting (New Torkt The Ronald P re ss  Company, 1953) $
P. 532.
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examine th e  work performed by each salesman in  th e  d i f f e r e n t  
s a le s  t e r r i t o r i e s .  As a r e s u l t  o f t h i s  survey th e  standard  
s a la ry  r a te  fo r  each c la s s  o f  employee in  each t e r r i t o r y  can be 
determ ined.
B usiness e n te rp r is e s  can s e t  -a standard  p e r diem r a te  
f o r  meals and lodg ing ; o th e r t r a v e l in g  expenses can be s e t  on a 
standard  r a te  p e r  m ile . In  p rep a rin g  th e  standards f o r  t r a v e l ,  
each t e r r i t o r y  needs t o  be s tu d ied  f o r  th e  purpose o f  e s tim a tin g  
how many m iles  each salesman and su p e rv iso r w i l l  t r a v e l  to  
accom plish h is  s a le s  qu o ta . The survey may be made in  d e t a i l  
t o  show th e  number o f  c a l l s  to  be made each day.
Since suoh cond itions as th e  channels o f  d i s t r ib u t io n ,  
term s o f s a le s ,  and th e  product m anufactured and so ld  w i l l  va ry  
between companies, th e  work u n i ts  ohosen w i l l  a ls o  v a ry . The 
type  o f a s s is ta n c e  whloh th e  salesman i s  t o  re n d e r  each customer 
and th e  number o f  p roduots th e  salesman i s  expected to  s e l l  to  
th e  custom ers must a ls o  be considered  in  e s ta b lis h in g  a standard  
f o r  th e  number o f c a l l s  a salesman i s  to  make. C onsideration  
must a ls o  be given to  th e  type  o f  s a le s  c a l l  to  be made because 
i f  some c a l l s  can be performed by te lephone  r a th e r  than  on a 
p e rso n a l co n tac t b a s i s ,  th e  standard  number o f c a l l s  can u su a lly  
be in c re a sed .
The co s t accoun tan t should use th e  p r in c ip le s  t h a t  a re  
most lo g ic a l  under th e  c ircum stances. For example, a standard  
c o s t fo r  salesmen*8 s a la r ie s  e s ta b lish e d  on th e  b a s is  o f  custom er- 
c a l l  i s  lo g ic a l  i f  th e  sa lesm en 's  c a l l s  a re  r e l a t iv e ly  ro u t in e ,
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and on th e  average th e  salesman spends th e  same amount o f  tim e 
w ith  each custom er re g a rd le s s  o f th e  p r ic e -b ra c k e t . T h is would 
n o t be s a t i s f a c to r y  i f  th e  salesm an spends a d i f f e r e n t  amount 
o f tim e in  h i s  c a l l s  on custom ers in  th e  d i f f e r e n t  p r ic e -
A
b ra c k e ts . In  t h i s  c ase , standard  c o s ts  should be e s ta b lish e d  
on th e  tim e spend w ith  each custom er.
Since s e l l in g  expenses a re  In fluenced  hy many f a c to r s ,  
d i f f e r e n t  s tan d ard s may be req u ire d  fo r  eaoh t e r r i t o r y .  The 
type  o f  geograph ica l a re a  covered and th e  means o f  covering  a 
given t e r r i t o r y  in flu e n c e  expend itu res req u ire d  to  keep a  salesman 
in  th e  f i e l d .  The s iz e  o f  th e  towns and c i t i e s  and th e  d is tan c e  
between them a l l  d i r e c t l y  modify th e  number o f  c a l l s  a salesman 
can make and th e  c o s t o f  making th e se  custom er c a l l s .  Company- 
wide standard  expense r a t e s  p e r  c a l l  o r  day o ften  oannot be 
e s ta b lis h e d  because c o s ts  vary  so g re a t ly  in  d i f f e r e n t  geograph ica l 
a re a s .
A percen tage o f  g ross margin o r o f  gross s a le s  have been 
suggested as bases fo r  e s ta b l is h in g  standards fo r  sa le sm en 's  
s a l a r i e s  and expenses. However, th e  p o s itio n  taken  in  t h i s  study 
i s  th a t  a more d i r e c t  and r e l i a b l e  re la t io n s h ip  can b e  e s ta b lis h e d  
by studying  th e  behav io r o f  d i r e o t  s e l l i n g  co s ts  a s  t o  changes 
in  th e  tim e spent on c a l l s ,  d is ta n c e  t r a v e le d , number o f custom ers, 
and number o f  o a l l s .  There a re  ve ry  few co n d itio n s where a 
percentage o f  g ro ss  margin o r  o f g ro ss s a le s  can be used a s  
lo g ic a l  bases f o r  e s ta b l is h in g  s tan d ard s fo r  d ir e o t  s e l l in g  
expense. A ll p roducts must be e q u a lly  easy  to  s e l l ,  a l l  customers 
m is t be a lllee  in  t h e i r  resp o n siv en ess , and mark-ups must be
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uniform  to  c o r re o t ly  u se  th ese  work u n its*  One exception  where
s tan d ard s  oan be e s ta b lis h e d  a s  a percentage o f  n e t  s a le s  i s
where commissions and bonuses a re  g iv a  to  salesmen in  d i r e c t
re la t io n s h ip  to  sales*  Obviously th e  reason f o r  in c u rr in g
d ir e o t  s e l l in g  ex p en d itu res  i s  t o  achieve s a le s  g o a ls ; however,
t h i s  achievement i s  su b je c t to  many fa c to r s  over which the
salesmen have l i t t l e  c o n tro l .  T here fo re , i t  i s  f e l t  th a t  s a le s
17goals  a re  n o t com pletely  s u i ta b le  u n i ts  o f  measure*
D ireo t s e l l in g  expenses may be c o n tro lle d  in d iv id u a lly
o r in  t o t a l  by reducing  them to  u n i t  c o s ts  on such bases as
ISco s t p e r  work u n i t  l i s t e d  a s  fo llow s!
FUNCTION WORK UNITS
Salesmen S a la r ie s  S a les  c a l l
Salesmen’ s hour
Commissions and Bonuses Net s a le s  d o l la r
Product u n i ts  so ld  
S a le s  c a l l  
S a le s  o rd er 
S a les  tra n s a c tio n
Subsistence  Days su b s is ted
E nterta inm ent Customer
G eneral S a les  O ffice  Expense 
and Supervision  S a la r ie s  Salesmen
S a les  tra n sa c tio n  
S a les  o rder 
Salesm an 's hour 
Customer account
^ R o b e r t  H, Watson, "Bases f o r  A llo ca tin g  D is tr ib u tio n  
C o sts ,"  Jhe Jo u rn a l o f  M arketing. XVI (Ju ly , 1951)» p .  %•
^Many o f  th e  b ases  l i s t e d  a re  from: 
H eckert and M iner, og. o i t *. pp . 219-221* 
B locker and tfeltm er, 22* £&&•» P» 407*
FUNCTION WORK UNITS
Salesm en 's T rav e lin g  Expense
Salesmen Equipment 
Telephone S o l ic i ta t io n
Salesm en 's T ra in in g  and 
Sduoatlcn
R outing and Scheduling of 
Salesmen
M iles tra v e le d  
Days tra v e le d  
CaU  
Customer 
S a le s  o rd e r
Seles c a l l
Telephone c a l l  
Order received
Number o f  salesmen 
Number o f  sa lesm an 's  c a l l s
Number o f  salesmen 
Number o f  sa lesm an 's  c a l l s
Making Q uotations
P a y ro ll Insurance and Taxes 
and Supplemental Labor Costs
H andling S a les  Adjustm ents 
and R eturns
T o ta l D ire c t S e l l in g
Q uotations made 
P a y ro ll  d o l la r s
Adjustm ents and re tu rn s  handled
Cost pe r u n i t  o f  product so ld  
Cost p e r s a le s  tra n s a c tio n  
Cost p e r s a le s  o rder 
Cost p e r  customer served
The s a le s  re p re se n ta tiv e  who works th e  maximum number 
o f  work days and makes th e  l a r g e s t  number o f c a l l s  p e r  working 
day i s  u su a lly  th e  most va luab le  to  th e  concern. Since th e se  
f a c to r s  should be considered , s tan d ard s fo r  s e l l in g  e f f o r t  may 
a ls o  be s e t  u s in g  such bases a s  th e  minimum number o f  c a l l s  
pe r day , r a t i o  o f  o rd e rs  obtained  to  c a l l s  made, and d o l la r  
va lue o f  average o rd e r . I f  th e  salesmen re p o rte d  few er c a l l s  
than  were made, th e  o rd e r - c a l l  r a t i o  would be boosted w hile
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th e  number o f c a l l s  p e r day would d ec rea se . I f  h is  c a l l s  pe r 
day were h igh  h u t th e  o r d e r - c a l l  r a t i o  dropped, t h i s  would 
l ik e ly  in d ic a te  t h a t  th e  salesmen were making many c a l l s ,  hu t 
n o t ta k in g  s u f f ic ie n t  tim e to  do a good s e l l in g  jo b . The d o l la r  
va lue  o f  average o rd e rs  may re v e a l a salesman i s  c a l l in g  
fre q u e n tly  and su c c e ss fu lly  bu t i s  re c e iv in g  on ly  sm all 
o rd e rs .
Cost S tandards f o r  A dvertis ing  and S a les  Promotion
The m ajor o b je c tiv e s  o f th e  a d v e r tis in g  and s a le s  promotion 
fu n o ticn  a re  to  c re a te  demand f o r  th e  company’s p roduct and to  
e s ta b l is h  and m ain tain  consumer good w i l l .  A dvertis ing  and 
s a le s  promotion a c t i v i t i e s  range from th e  complex s i tu a t io n  
where a l l  a d v e r t is in g  i s  handled by th e  company w ith  th e  company 
producing i t s  own a d v e r tis in g  and sa le s  promotion m a te r ia ls  to  
th e  s lttp le  s i tu a t io n  where a l l  a d v e r t is in g  i s  handled by an 
ou tside  firm . D ire c t media charges fo r  companies th a t  ob ta in  
a d v e r t is in g  m a te r ia l  from ou tside  sources would Include agency 
commission and a d v e r t is in g  m a te r ia l  charges . Where th e  company 
p rep a res  i t s  own copy th e  d i r e o t  media c o s ts  would c o n s is t  
p r im a rily  o f  charges f o r  space in  th e  d i f f e r e n t  types o f  media 
and o o s ts  o f  copy p re p a ra tio n . In d iv id u a l standards could be 
e s ta b lish e d  f o r  a d v e r t is in g  copy prepared  based on d i r e c t  copy 
lab o r hours o r  copy u n i ts  p repared .
The a d v e r t is in g  and s a le s  promotion function  i s  probably  
one o f th e  most d i f f i c u l t  o f  a l l  d is t r ib u t io n  e f f o r t s  to  measure 
in  term s o f  c o s t s ta n d a rd s . Accurate and immediate c o s t s tan d ard s 
can be app lied  t o  some a d v e r tis in g  and s a le s  prom otion, b u t fo r
such expend itu res a s  I n s t i tu t i o n a l  a d v e r tis in g  th e  c o s t 
measurement must be v e ry  genera l in  n a tu re  and ap p lied  to  
pe rio d s o f  considerab le  le n g th  o f tim e . Seme o f th e  stan d ard s 
used fo r  a d v e r t is in g  and s a le s  promotion a re  q u a n tity  measure­
ments only  and do n o t r e f l e c t  th e  q u a l i ty  o f th e  ou tpu t^  P ast 
experience i s  used e x te n s iv e ly  a s  a guide in  budgeting  a d v e r t is in g  
and sa le s  promotion because companies o ften  f e e l  a need fo r  
c o n tin u ity  over a p e rio d  o f y e a rs  in  th e se  p ro je c ts .
I f  a l l  t e r r i t o r i e s  a re  se rved  by an o v e ra l l  a d v e r t is in g  
manager and i f  each t e r r i t o r y  reo e iv es  a d v e r t is in g  a s s is ta n c e  
from th e  heme o f f ic e ,  th ese  in d ir e c t  expenses w i l l  have to  
be a llo c a te d  to  each t e r r i t o r y .  An a n a ly s is  o f th e  tim e and 
e f f o r t  th ese  ex ecu tiv es  devote to  each t e r r i t o r y  can be made 
tocb teim ine th e  standard  oost f o r  each t e r r i t o r y .
Since many forms o f  a d v e r t is in g  and s a le s  promotion 
media may reach  more than  one t e r r i t o r y ,  th e  a d v e r t is in g  
c o s ts  may be a jo in t  co st and must be a llo c a te d  to  th e  geo­
g rap h ica l a re a s .  A standard  co s t could be e s ta b lis h e d  on th e  
b a s is  o f th e  number o f  fa m ilie s  who l i s t e n  on an average day 
o r n ig h t to  th e  r a d io  o r te le v is io n  s ta t io n  invo lved . T his 
in fo rm ation  can u s u a l ly  be ob tained  from th e  b roadcast s ta t io n  
i t s e l f .  A dvertis ing  co s t can then  be a llo c a te d  to  th e  t e r r i t o r i e s  
on th e  b a s is  o f  th e  number o f  l i s te n in g  fa m ilie s  in  each 
geographical a re a .  Magazine and newspaper a d v e r t is in g  p lans 
can be reduoed to  th e  amount o f  spaoe used and th e  p u b lic a tio n  
r a te  fo r  each p e r io d ic a l .  P dH ishers.o f p e r io d ic a ls  can a lso  
supply d a ta  concerning th e  number o f  re a d e rs  in  each t e r r i t o r y .
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C osts o f  a d v e r t is in g  in  p e r io d ic a ls  then  can he a llo c a te d
on th i s  b a s i s .^
The stan d ard s e s ta b lish e d  f o r  d e a le rs  h e lp s  which inc lude  
window and s to re  arrangem ent s e rv ic e , d is p la y s , and dem onstra tions 
should be determ ined a f t e r  a study has s e t  th e  amount o f  se rv ice  
each t e r r i t o r y  i s  to  rece iv e  and i t s  co st has been e s tim a te d . 
S tandard c o s t can then be determ ined f o r  each u n i t  o r  custom er. 
Where c a ta lo g s  a re  used as a form o f  a d v e r tis in g , a s tandard  
c o s t can be determ ined f a r  each o a ta lo g  u n i t .  The standard  
co st o f  c a ta lo g s  fo r  each t e r r i t o r y  can then  be e s ta b lish e d  
by m u ltip ly in g  th e  number o f o a ta lo g s  d is t r ib u te d  in  each 
t e r r i t o r y  hy th e  standard  co s t pe r c a ta lo g .
A complete study  o f  th e  a d v e r tis in g  program f o r  th e  
budget period  should r e s u l t  in  s e t t in g  a standard  a d v e r tis in g  
and s a le s  promotion a p p ro p ria tio n  fo r  eaoh a d v e r t is in g  media 
and fo r  each s a le s  t e r r i t o r y .  R egard less o f a d v e r t is in g  methods 
used , g e n e ra lly  th e  c o s t w i l l  b e a r  v a ry in g  r a t i o s  to  th e  volume 
o f  s a l e s .  However, over a few y e a rs  th e  average co st o f  a d v e r tis in g  
and s a le s  promotion w i l l  show a f a r i l y  co n stan t percen tage  r a t i o  
t o  s a le s .  I t  i s  f a r  t h i s  reason many companies develop 
s tan d ard s f o r  a d v e r t is in g  and sa le s  prom otion a s  a percentage 
o f  n e t  o r  g ro ss  s a le s .
However, a d ire o t  re la t io n s h ip  between s a le s  o rd e rs  
and c o s ts  o ften  cannot be e s ta b lis h e d . These a c t i v i t i e s  a re  a
19John J .  Oxmsby, *A Review o f  Cost Assignment Bases fo r  
M arketing A c t iv i t ie s ,« NAA B u lle t in .  XXXH, Section  1 (December, 1957), 
pp . 68-70.
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cause r a th e r  than  a r e s u l t  o f  s a le s ;  th e  volume o f  o rd e rs  
ob tained  may depend on th e  amount o f  money spent f o r  th e se  
c o s ts .  An in c re a se  in  a d v e r tis in g  and s a le s  promotion may 
in c rease  s a le s  volume, h u t sa le s  may n o t in c rease  a t  th e  same 
r a t e  a s  th e  c o s ts .  Another reason fo r  n o t u s in g  s a le s  a s  th e  
work u n it  on which to  e s ta b l is h  a d v e r t is in g  and s a le s  promotion 
stan d ard s i s  t h a t  th e re  i s  u su a lly  an elem ent o f  f ix ed  c o s ts  
in  a d v e r tis in g  and s a le s  promotion c o s ts .  Many companies e s ta b l is h  
a minimum a d v e r t is in g  amount as th e  co s t o f  m ain ta in ing  a minimum 
s a le s  c a p a c ity .20
A dvertis ing  and s a le s  prom otional e f f o r t s  and some bases
21f o r  developing standard  c o s ts  p e r u n i t  a re  as fo llow ss
FUNCTION WORK UNITS
D ire c t Media C osts 
Newspapers S a les  tra n s a c tio n
Newspaper inches 
Gross o r n e t s a le s  (where t h i s  
i s  c h ie f  medium used)
Outdoor B illb o a rd s  and Signs B illb o a rd  and o th e r  outdoor
sign  u n i ts
Radio and T e lev is io n  Minute o f  ra d io  o r te le v is io n
tim e
Number o f  s e t  owners
L e t te r s ,  C irc u la rs ,
C alendars, and O ther
D ireo t M ail Gross o r n e t d i r e c t  m ail s a le s
Item  m ailed o r d is t r ib u te d  
In q u iry  rece iv ed
20The N a tio n a l A ssociation o f Accountants.* Cost C ontro l fo r  
M arketing O pera tions. Research S e r ie s  Number 25> 26,  27 (New York* 
The N ational A ssoc ia tion  o f Accountants, 1954)> p . 20,
2% any o f th e  work u n i ts  l i s t e d  a re  from*
J .  K. L asse r Tax I n s t i t u t e ,  og. c l t . .  pv 9-171.




T echn ical and P ro fe ss io n a l 
P u b lica tio n s
Samples D is tr ib u tio n
D ire c to r ie s ,  House Organs, and 
T heater Programs
C atalogs
S to re  and Window D isp lays
A dvertis ing  Allowances to  
D ealers
D e a le rs ' Help
E nterta inm ent o f  V isitors a t  
P la n ts
A dvertis ing  A dm inistra tion  
( s a l a r i e s ,  su p p lie s , r e n t ,  
m iscellaneous a d m in is tra tiv e  
expenses)




In q u iry  reoeived  
U nit space
Samples d is t r ib u te d
U nit o f  space 
In q u iry  reoeived
Page o r  standard  space u n i t  
Gross o r  n e t c a ta lo g  s a le s  whan 
Id e n t i f ia b le
Day o f window trim m ing and d isp la y
U nit o f  p roduct co st 
Net s a le s
P ieces o r  u n i ts  
Customers
V is i to r s
Cost p e r  d o l la r  o f n e t  s a le s  
Cost p e r  d o l la r  o f a l l  d i r e c t  
a d v e r t is in g  and s a le s  
prom otional c o s ts
S a le8 tra n s a c tio n  
P rospec t secured 
Net s a le s  
Product u n i t  so ld
C onsideration  must be given t o  popu lation  c h a r a c te r i s t ic s
and environm ental co n d itio n s  b e fo re  an a ttem pt i s  made to  p lace
q u a n ti ta t iv e  l im i t s  on th e  u se  o f  th e  l e s s  ta n g ib le  c o s ts  o f  
a d v e r t is in g  and s a le s  prom otion. The average income o f  th e
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popu lation  a s  v e i l  as  th e  average age and education  le v e l  nay 
have a v e ry  m a te r ia l  e f f e c t  upon th e  r e s u l t s .  In  de term in ing  
a d v e r tis in g  to  be expended, th e  m arketing  manager must consider 
th e  d e n s ity  o f  th e  p o p u la tion , Whether urban o r  r u r a l ,  ty p es  
o f  in d u s try  found in  th e  market t e r r i t o r y ,  and c lim a tic  f a c to r s .  
These f a c to r s  should a f f e c t  th e  s p e c if ic  type  and k ind  o f  media 
used f o r  a d v e r tis in g  in  each t e r r i t o r y .  F o r example, i f  th e  
t e r r i t o r y  i s  a summer r e s o r t ,  b i l lb o a rd  a d v e r t is in g  may be used 
e x te n s iv e ly . A review  o f  th ese  c o n s id e ra tio n s  w i l l  h e lp  
management d i r e o t  e f f o r t s  in to  those  channels which hold th e  
prem ise o f g re a te s t  re tu rn  fo r  th e  amount o f money expended.
Summary
Because th e  d e f in i t io n  and measurement o f m arketing 
c o s ts  and fu n c tio n s  have n o t advanced n e a r ly  so fb r  as th e  
d e f in i t io n  and measurement o f production c o s ts ,  no one can 
make sta tem en ts concerning m arketing  e f f ic ie n c y  w ith  th e  
same degree o f a ssu ra n ce . There Are n o t w idely  accepted 
s tan d ard s o f performance fo r  d is t r ib u t io n  c o s ts .
Vlhile i t  must be adm itted  th a t  i t  i s  d i f f i c u l t  to  
e s ta b l is h  s tan d ard s  fo r  some d is t r ib u t io n  fu n c tio n s  and th a t  
a g re a te r  to lerance; must sometimes be allow ed in  th e  co n sid e ra tio n  
o f  v a ria n c e s ,(m is t  o f  th e  d is t r ib u t io n  a c t iv i t y  i s  f u l ly  a s  
m easurable a s  p ro d u ctio n . Many o f  th e  same techn iques used to  
e s ta b l is h  production s tan d ard s can be employed in  s e le c tin g  
d is t r ib u t io n  c o s t s ta n d a rd s . O ther methods fo r  s e le c tin g
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d is t r ib u t io n  c o s t s tan d ard s  can be used f o r  th o se  d is t r ib u t io n  
a c t i v i t i e s  th a t  a re  n o n re p e tit iv e  and a re  d i f f i c u l t  to  s ta n d a rd ize . 
Those a c t i v i t i e s  e ffe c te d  by human elem ent a re  u s u a l ly  capable 
o f  reasonab ly  a e c u ra te  measurement employing le s s  s c i e n t i f i c  
tech n iq u es . Many people a re  under th e  im pression t h a t  standard  
c o s ts  a re  always based on sound eng in eerin g  s tu d ie s  and r ig o ro u s  
s p e c if ic a t io n s .  Although t h i s  approach i s  d e s ir a b le ,  l e s s  
s c i e n t i f i c  stan d ard s can prov ide a fo rc e fu l  way o f p re se n tin g  
in form ation  fo r  th e  purpose o f  s tim u la tin g  c o rre c tiv e  a c t io n .
Although h i s t o r i c a l  methods o f  a n a ly s is  a p p lied  to  
d is t r ib u t io n  o o s ts  a re  n o t a sa fe  t e s t  o f  e f f ic ie n c y , i t  i s  
p o ss ib le  th a t  problem s o f  d i s t r ib u t io n  c o s ts  can be solved 
w ithou t recourse  to  standard  o o s ts . However, th e  use o f  
standard  o o s ts  a llow s management t o  examine d is t r ib u t io n  
o p e ra tio n s  t o  a g re a te r  deg ree . S tandard c o s ts  lead  o p e ra tin g  
management to  a b e t t e r  understand ing  o f  th e  c o s t and f in a n o ia l  
im p lic a tio n s  o f  i t s  a c t i v i t i e s .  The e f f e c t s  o f  management 
d e c is io n s  th a t  r e s u l t  from employing d is t r ib u t io n  c o s t 
s tan d ard s  a id  in  improving th e  p r o f i t  p o s it io n  o f  th e  company.
CHAPTER V
VARIANCE ANALYSES AND PREPARATION OF STATEMENTS 
Budget P rep ara tio n
A lte r  th e  in d iv id u a l d is t r ib u t io n  o o s ts  a re  c la s s i f i e d  
upon th e  b ases  o f  v a r ia t io n  f a c to r s ,  a f l e x ib le  budget should 
be p rep ared . A f le x ib le  budget shows th e  s tan d ard s f o r  each 
in d iv id u a l expense a t  a l l  reaso n ab le  le v e ls  o f  d is t r ib u t io n  
o p e ra tio n s . I t  seems most reasonab le  to  e s ta b l is h  le v e ls  o f  
d is t r ib u t io n  a c t iv i t y  comparable t o  le v e ls  o f  p roduction  
o u tp u t.
The Im portant th in g  to  remember dn develop ing  a 
d is t r ib u t io n  budget i s  t o  make th e  r e s u l t s  f i t  th e  needs o f  
th e  p a r t ic u la r  o rg a n iz a tio n . I t  should be com plicated o r 
sim ple depending upon th e  com plica tions o r th e  s im p lic ity  o f  
th e  problems i t  i s  designed to  c o n tro l .  I f  th e  company o p e ra tes  
an e la b o ra te  d is t r ib u t io n  o rg a n iz a tio n , th e  budget should be 
p repared  a long  d e ta i le d  l in e s .
When standard  c o s ts  have been e s ta b lis h e d , i t  i s  
n ecessa ry  on ly  t o  t r a n s la te  th e  s a le s  budget in to  th e  d is t r ib u t io n  
requ irem ents needed t o  ob tain  th e  s ta te d  goa ls  and app ly  th e  
s ta n d a rd s . T h is method i s  p a r t i c u la r ly  s u i ta b le  to  c o s ts  o f  a
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v a ria b le  nature*  Sem ivariable and f ix e d  c o a ts  oan be estim ated  
w ith  l i t t l e  d i f f i c u l t y  once th e  s a le s  budgets a re  known. For 
o rd e iv f i l l in g  fu n c tio n s , p lann ing  i s  based on th e  se rv ic e s  
req u ire d  by th e  p ro je c te d  s a le s  volume. For o rd e r -g e tt in g  
fu n c tio n s , p lann ing  invo lves de term in ing  th e  c o s ts  n ecessa ry  
to  ach ieve th e  p ro je c te d  s a le s  volume. I t  may be n ecessa ry  
to  app ly  t h i s  method to  each d e ta i le d  fu n c tio n  r a th e r  than  th e  
fu n c tio n  as a whole.
Cost c o n tro l i s  f a c i l i t a t e d  through  t h i s  budgeting  
approaoh in v o lv in g  fu n c tio n a l c a te g o r ie s . Cost r e s p o n s ib i l i ty  
assignm ents a re  p e rm itted  because th e  fu n c tio n a l c a te g o r ie s  
g e n e ra lly  p a r a l le l  th e  o rg an iza tio n  s t r u c tu r e .  A knowledge 
o f  fu n c tio n a l c o s ts  by expense elem ents prov ide an e v a lu a tio n  
o f  c u rre n t methods o f  opera tion  w ith  a l te rn a t iv e  methods o f  
perform ance. A comparison o f a o tu a l  c o s ts  w ith  budgeted 
standard  c o s t i s  more v a lu ab le  i f  combined w ith  a study o f  
budgeted and a c tu a l  u n i ts  o f s e rv ic e .
When th e  budget i s  an e f f e c t iv e  co s t c o n tro l  to o l ,  
r e s p o n s ib i l i ty  f o r  p lann ing  and c o n tro l co in c id es f rrn  to p  
management le v e ls  down t o  m iddle and low er management. S ince 
a budget should be e s ta b lish e d  on th e  p o s tu la te  t h a t  a u th o r i ty  
and r e s p o n s ib i l i ty  go to g e th e r , those  persons re sp o n sib le  fo r  
m eeting s tan d ard s should  have an o p p o rtu n ity  t o  p a r t ic ip a te  
in  th e  c o n stru c tio n  o f  s tan d ard s  and budgets . Any re v is io n s  
to  be made t o  th e  o r ig in a l  budget and standard  bases should 
be re fe r re d  to  th e  persons who o r ig in a l ly  compiled th e  d a ta  
fo r  h i s  conslderattlon and approval.
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Using Standard D is tr ib u tio n  Coats in  th e  Accounts
A fte r th e  p re lim in a ry  work has been dona, th e  accounts 
needed fo r  th e  system may be s e t  up in  th e  g en era l le d g e r . 
D is tr ib u tio n  s tan d ard s may be in co rp o ra ted  in  th e  led g e r aocounts 
by d e b itin g  th e  accounts f o r  each fu n c tio n  w ith  th e  a c tu a l  co s t 
and c re d i t in g  them w ith  standard  c o s ts  f o r  th e  number o f se rv ice  
u n i t s  performed* Same aocountan ts f e e l  th a t  ex ecu tiv es  w i l l  
tak e  standard  c o s ts  and v a ria n ce s  more se r io u s ly  and be more 
responsive  t o  c o s t red u c tio n  i f  th e  standard  c o s ts  and th u s  th e  
v a ria n ce s  a re  en te red  in  th e  led g e r accoun ts . The in co rp o ra tio n  
o f  d is t r ib u t io n  c o s t s tan d ard s in  th e  accoun ting  system  does 
provide an o rd e r ly  and somewhat compulsory plan o f  c o s t a n a ly s is .
However, sometimes i t  i s  n o t p r a c t ic a l  t o  in co rp o ra te  
d is t r ib u t io n  s tan d ard s  w ith  th e  accoun ting  system j u s t  a s  in  
o e r ta ln  a sp ec ts  o f  p roduction  accoun ting . I t  i s  o ften  no t 
ad v isab le  because o f  th e  c o n s ta n tly  f lu c tu a t in g  n a tu re  o f  
d is t r ib u t io n  c o s ts .  The in co rp o ra tio n  o f  d is t r ib u t io n  co s t 
s tan d ard s i s  no t a s  im portan t a s  f o r  p roduction  c o s t s tandards 
because d i s t r ib u t io n  c o s ts  a re  n o t u s u a l ly  charged to  Inventory.***
The approach taken in  t h i s  s tudy  i s  th a t  th e  choice o f  
th e  accoun ting  method i s  o f no g re a t  consequence a s  long  a s  
th e  a c tu a l  d is t r ib u t io n  c o s ts  a re  sub jeo ted  to  p roper measurements 
and c o n tro l .  I t  i s  fundam ental t o  c o s t c o n tro l th a t  d is t r ib u t io n
**3. W. K e lley , "D is tr ib u tio n  Cost Analyse s i  1952 Conference 
p ro ceed in g s ,"  NAOA B u lle t in .  XXXIV, S ec tion  3 (September, 1952),
p . 189.
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oost s tan d ard s a re  e s ta b lis h e d . However, t h e i r  use in  connection 
w ith  a standard  o o st accounting  system i s  n o t e s s e n t ia l .  In  
some ocncerns i t  may be mare a d v isab le  to  record  a c tu a l  c o s ts  
in  th e  accounts and compare th e se  w ith  budgets and s t a t i s t i c a l  
s ta n d a rd s . In  o th e r  concerns th e  a c tu a l  r e f le c t io n  o f d is t r ib u t io n  
s tan d ard s in  th e  accounts may be p re fe ra b le .
V ariance A nalysis
D is tr ib u tio n  V ariances
The a n a ly s is  o f  c o s t v a ria n c e s  i s  th e  f i r s t  s te p  toward 
th e  goal o f id e n tify in g  th e  f a c to r s  th a t  caused th e  d if fe re n c e  
between th e  standard  and a c tu a l  c o s ts  so th a t  th e  in e f f ic ie n c ie s  
can be e lim in a te d . V ariances can be e i th e r  favo rab le  o r  unfavorable 
fav o rab le  v a rian o es  occur when th e  a c tu a l  c o s ts  o r  hours a re  le s s  
than  th e  standard  c o s ts  o r h o u rs . Unfavorable v a ria n ce s  occur 
when a c tu a l  c o s ts  o r hours a re  g re a te r  than  standard  c o s ts  o r 
hou rs.
Each e n te rp r is e  w i l l  have to  deoide what s p e c if ic  
va riance  ana ly ses i t  may want t o  u se . Two v a ria n ce s , c o n tro lla b le  
and volume, oan be computed f o r  d is t r ib u t io n  a c t i v i t i e s .  The 
volume variance  re p re se n ts  th e  d if fe re n c e  between th e  budget 
allowanoe and th e  standard  q u a n tity  a t  standard  u n i t  c o s t .  The 
volume variance  i s  sometimes c a lle d  th e  seasonal v a ria n c e .
The c o n tro lla b le  v ariance  re p re se n ts  th e  d iffe re n c e  between 
a o tu a l  expenses inou rred  and th e  expenses allowed f o r  the  
a c tu a l  volume o f  o p e ra tio n s  perform ed.
^C ec il G il le s p ie ,  Accounting Procedures f o r  Standard C osts. 




The fo llow ing  I l lu s t r a t i o n  i s  ano ther type  o f  v a rian ce  
a n a ly s is  th a t  can be employed fo r  d is t r ib u t io n  c o s ts ,^
Standard B ates
Standard C a lls  200
Standard u n i ts  40,000
Standard Cost p e r  u n i t  $ ,03
Standard Cost p e r C a ll  $  6 ,00
A ctual R e su lts
A ctual C a lls  180
A otual U n its 41,000
Aotual Cost $ 1 ,160 ,00
A nalysis o f  V ariance)
E f fo r t  (180 -  200) 20 c a l l s  a t  $6,00 standard  r a te  4*120
R e su lts  (41*000 -  40,000) 1000 u n i ts  a t  standard  
r a t e  o f  $ ,03 4* 30
Cost C ontro l (180 a c tu a l  c a l l s  X $6,00) =
$1080 standard  c o s t -  $1160 a c tu a l  oost -  80
T o ta l V ariance 4* 70
The salesmen a re  judged as t o  t h e i r  e f f o r t ,  th e  r e s u l t s  ob tained ,
and th e  c o n tro l o f t h e i r  expenses. In  th e  i l l u s t r a t i o n  above
th e re  i s  a favo rab le  n e t  va rian ce  o f  $70. The fav o rab le  e f f o r t
v a rian ce  o f $120 r e s u l te d  from th e  salesman making 20 le s s
c a l l s  than  scheduled . I t  i s  fav o rab le  only  in  th e  sense
t h a t  th e  sm a lle r number o f  s a le s  c a l l s  r e s u l te d  In  a sav ing .
T h is sav ing  must be measured a g a in s t th e  f a i lu r e  to  make th e
standard  number o f c a l l s  th u s  l im i t in g  coverage o f  t h i s  t e r r i t o r y .
% h is  i l l u s t r a t i o n  i s  adapted  frcmt 
Theodore Lang, V a lte r  B. McFarland, and M ichael S c h if f ,
Cost Accounting (New Yorks The Ronald P ress  Company, 1953), PP« 533-534*
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Management has an e x c e lle n t o p p o rtu n ity  t o  determ ine 
th e  8ouroe and cause o f  th e  d if fe re n c e  between a c tu a l  and 
standard  costs*  However, th e  in te rp r e ta t io n  o f v a ria n ce s  may 
be d i f f i c u l t .  Management must e s ta b l is h  c r i t e r i a  by which a 
v a rian ce  can be determ ined i f  i t  i s  s ig n i f ic a n t  enough to  be 
In v e s tig a te d . These c r i t e r i a  should be determ ined because 
u s u a l ly  management cannot In v e s tig a te  a l l  v a ria n c e s . In  
e s ta b l is h in g  th e  c r i t e r i a  such f a c to r s  a s  th e  a b so lu te  s iz e  
o f th e  v a ria n c e , th e  c h a r a c te r i s t ic  o f  th e  c o s t ,  and th e  s iz e  
o f  th e  variance  r e l a t iv e  t o  th e  t o t a l  co s t Incurred  in  t h a t  
c la s s i f ic a t io n  should be e s ta b l is h e d .
D isp o s itio n  o f V ariances
There a re  two b a s ic  procedures f o r  th e  d is p o s it io n  o f  
c o s t v a ria n c e s . One procedure i s  to  oonsider th ese  v a ria n ce s  
a s  a oost o f  in e f f ic ie n c y  r a th e r  than  a c o s t o f p ro d u c t. These 
v a ria n ce s  a re  charged o r  c re d ite d  a g a in s t  th e  revenues o f th e  
p e rio d . The o th e r  procedure i s  t o  oonsider v a rian ces  a s  a co st 
o f  product and a l lo c a te  them to  work In p ro ce ss , f in is h e d  goods, 
and o o st o f goods so ld . The p roper procedure i s  t o  judge each 
varianoe  In d iv id u a lly  and to  make a d e c is io n  based an th e  n a tu re  
o f  th e  oause o f  th e  v a ria n c e .
I f  v a ria n ce s  re p re se n t in e f f ic ie n c ie s  o r savings from 
th e  s ta n d a rd , i t  i s  g e n e ra lly  agreed th ey  should be t r e a te d  as 
a period  c o s t .  When th e  varianoes a r i s e  beoause o f  same 
unforeseen  c o n d itio n , th e  varianoe can be a llo c a te d  to  work in  
p ro cess , f in ish e d  goods, and c o s t o f  goods so ld  accoun ts .
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Disposal of d is trib u tio n  variances represent no d if f ic u l t  
problem because generally  only one o f the above procedures can 
be used. D istribu tion  oosts can o rd inarily  be associated with 
only one group of goods; th a t i s , the goods sold during the 
period covered by the d is trib u tio n  expenditure. Thus, variances 
a r is in g  in  the acoounts fo r the d is trib u tio n  functions are 
generally  trea ted  as period costs a t  the end of a year.
However, seasonal or volume variances may be l e f t  In 
the account a t  the end of any month. Since the standard i s  
normally calculated fo r  the year and i f  the ao tual volume of 
business f lu c tu a tes  seasonably, l i t t l e  standard costs w ill  be 
applied to  the accounts fo r the  various kinds of sa les e f fo r t  
In some months and much w ill be applied in o thers. Because 
ac tu a l expenses incurred w ill be more steady, a asasanal 
variance w ill r e s u lt  even i f  the standard ra te  and ac tu a l 
ra te  fo r  the year i s  the same.^
D istribution  Coat Reports
In order fo r  the analysis of d is trib u tio n  costs to  
re su lt  in  the successful d irec tion  of d is trib u tio n  e f fo r t  and 
contro l o f costs, the re su ltin g  information must be presented 
to  executives in a manner th a t they can understand and be able 
to  a c t upon the d a ta . Executives must refine  the data and 
search fo r  s ig n ifican t fac ts  th a t w ill provide a bases fo r
^Lawrence L . Vance, Theory and Techniques o f  Cost 
Accounting (Brooklyni The Foundation P re s s , I n c . ,  1952),
P . 505.
decisions and notion i f  the deta i s  passed on to  management
without proper in terp retation*  Often these executives are
pressed with adm inistrative du ties and w ill make only lim ited
use of the reported data* Thus, much of the cost o f gathering
thechta i s  wasted and management does not have adequate in fo tv
c
mation necessary to  d ireo t operations successfully*
E ssen tia l O haracterlstios of S atisfac to ry  Reports
The e s se n tia l fea tu res of d is trib u tio n  cost statem ents 
are the  same which generally apply to  a l l  managerial reports* 
The report should be as simple and d e a r  as possible so th a t the 
reader w ill get the e ssen tia l f a c ts  with the le a s t possible 
e f fo r t .  Only e s se n tia l information should be reported; a l l  
unnecessary data should be eliminated* Regular d is trib u tio n  
oost reports should be presented on a d e fin ite  schedule. I t  
i s  very important th a t these repo rts  be prepared and presented 
promptly because d is trib u tio n  oost control has a maximum 
chance o f being successful when prompt and regular repo rts 
o f expenditures are received by those responsible fo r the 
d is trib u tio n  expenditures*
The oontent and foxm of d is trib u tio n  reports should 
be adapted to  the executives who w ill  use them* Some executives 
p re fe r tabu lar repo rts ra th e r  than n arra tiv e  reports* Reports 
generally  are broader fo r high executives than fo r  f i r s t - l in e  
foremen. The advertising  manager, c red it manager, and other
'’j .  Brooks Heckert and Robert B. Miner, D istribu tion  Costs* 
Second Edition (New York: The Ronald Press Company, 1953), P* 323*
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functional executives should reoelvs general summaries of the 
operations and performance of th e ir  respective cost cen ters. 
Long-term re la tionsh ips and trends should a lso  be presented. 
Marketing oost reports u sually  show ac tual costs of comparable 
p r io r  periods even when standards and budgeted costs are in 
use. Statements may be prepared fo r  each function showing both 
the actual and budgeted cost and the number of work u n its .
This statement form allows fo r the computation of ac tu a l and 
standard cost per work u n it . The d iv is io n a l executives in 
each of the functions should receive more frequent and d e ta iled  
repo rts than the functional executives.
The proper treatment of d is trib u tio n  cost variances 
on the income statement depends upon the way production cost 
variances are trea ted  on the statement of cost of goods 
manufactured. Both production and d is trib u tio n  oost variances 
should be trea ted  a lik e . Probably the most acceptable method 
o f reporting  the variances on the operating statement i s  to  
present the standard production cost modified ty  the respective 
variances on the statement of cost o f goods manufactured.
I f  th is  prooedure i s  followed, the cost of goods sold and gross 
p ro f it  w ill appear on the income statement a t th e ir  ac tual value. 
The standard d is trib u tio n  cost} with th e i r  variances, would 
also  appear on the statement so th a t the net p ro fit derived i s  
the ac tual net p ro f i t .  Some companies show the cost of goods 
sold on the Income statement a t  standard and exclude the variance 
between the standard cost of th e  products and the ao tual fac to ry  
oost of production. This procedure i s  followed because the
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marketing departments have no contro l over th is  varianoe.
Determination of the types of statements to  he prepared 
should be made on the b as is  of types most needed by marketing 
management. The content of the d is trib u tio n  report must conform 
to  the needs of each business concern. At the beginning of the 
program i t  may be found advisable to  lim it statement preparation 
to  the most pertinen t statem ents. This provides an opportunity 
to  concentrate on the mechanics of the  program and to  ensure 
maximum accuracy and acceptance of the  data .
T e r r i to r ia l  Operating Statements
The oontent and form of the t e r r i t o r i a l  operating 
statem ents should r e f le c t  the p rin c ip a l purposes fo r which 
the statem ents are  used. The amount of information considered 
necessary fo r  these purposes usually  v aries  widely between 
companies. Often performance in  a sa les  te r r i to ry  i s  appraised 
b e tte r  i f  the costs associated with a given re sp o n sib ility  
are segregated between ncncontrollable and contro llab le  co sts . 
This focuses the t e r r i t o r i a l  manager's a tten tion  on items 
which he can control from those costs controllable by management 
a t  higher le v e ls . This i s  an important psychological point 
fo r the person to  whom the report i s  addressed.^
T e r r i to r ia l  operating statem ents can also  be prepared 
showing a l l  d ire c t oosts of the indiv idual sa les d iv ision
Albert Thomas Healey* "After-Production Accounting*" 
The Cost Accountant. XXXIX (August* 1961)* p . 259*
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without d istinguish ing  between costs controllable and noncon- 
tro lla b le  by the t e r r i t o r i a l  manager. The gross p ro f it  le ss  the 
d ire c t marketing oosts re f le c t  the performance of th e  segment 
studied. The allocated  costs are  Included in the Statement to  
show th a t those in d irec t costs are e sse n tia l to  the operation 
of the business segnent under review. The companies following 
th is  reporting method may want th e ir  t e r r i to r i a l  managers to  
be aware of the home o ffice  expense th a t must be covered 
before a p ro f it  i s  made.
T e r r i to r ia l  operating statements usually  show both 
ao tual costs and budgeted costs f a r  the current period in  
addition to  ac tual f ig u res  fo r th e  previous period. A 
consolidated statement can be prepared fo r a l l  te r r i to r ie s  
fo r comparative purposes.
This consolidated statement w ill l ik e ly  prove more 
usefu l i f  te r r i to r ie s  are of l ik e  population and have sim ilar 
marketing ch a ra c te ris tic s . Competition, normal flow of trad e , 
and customer preference are fac to rs  to  consider in appraising 
t e r r i to r i a l  performance. These fao to rs  must be resolved by 
the sales manager's personal knowledge of the te r r i to ry .  After 
management has received statements measuring t e r r i t o r i a l  p ro f it-  ' 
a b i l i ty  and they are sa tis f ie d  with the re s u lts , o ther statements 
may be prepared to  measure the re su lts  of product lin e s  or 
customers•
Summary
Comparison of ac tual re su lts  with standard costs has
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been stressed  ad an Important aspect of con tro l. The analysis 
o f d is trib u tio n  cost variances goes to  the very core of a 
standard d is trib u tio n  cost system. The important aspect of 
a s ig n ifican t d is trib u tio n  cost variance i s  th a t i t  should 
re su lt  in  carefu l investigation  to  determine the underlying 
causes. These causes provide the basis  fo r appropriate 
corrective ac tion .
When presenting the re su lts  of variance analyses, 
the analyst should constantly  keep in mind th a t the re s u lts  
must be understandable by those expected to  use them. I t  i s  
u n re a lis tic  fo r the  analyst to  expect top  executives to  devote 
undue time to  highly techn ical d is trib u tio n  cost analyses. 
Thus, d is trib u tio n  cost statements should be simple and 
understandable. These statements should a lso  be designed 
with p a rtic u la r  consideration of th e i r  primary use.
CHAPTER VI
MANAGERIAL CONTROLS PROVIDED BY STANDARD DISTRIBUTION COSTS
Past performance has d is t in c t  lim ita tio n s as a goal 
fo r current cost con tro l. The comparison of current performance 
with past performance im p lic itly  assumes th a t past costs are 
proper and no measure of improvement i s  possib le . A ttention 
may not be brought to  bear on In e ffic ien c ies  in  order th a t they 
may be elim inated. Conditions under which past costs were 
incurred may also  have changed. These past costs may not 
re f le c t  desirable goals fo r current operations. A c r i te r ia  
of sa tis fac to ry  performance i s  needed.
Standard Functional Cost Controls
Actual costs of specific  expenses or operations are 
meaningless try themselves fa r  purposes of judging or contro lling  
performance. These costs become meaningful only when compared 
with other figu res which are su itab le  bases of comparison.
More control information about a business is  obtained through 
comparisons of ac tual oosts with predetermined standards than 
cost analysis performed on a purely h is to r ic a l b a s is . For cost 
contro l to  be e ffec tiv e , controls should be continuously 
exeroised throughout a l l  operations.
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Many people believe standard costs are complicated and 
d if f ic u l t  to  understand. However, standards are  based on 
simple and d ire c t approaches to  con tro l. Management obtains 
much usefu l information from standard oosts because a comparison 
o f ac tu a l costs with standard costs enables management to  see 
which cost elements are not in  lin e  and to  be aware o f the 
d is trib u tio n  functions in which varia tions e x is t .  Matters 
needing control are quickly pointed out using cost information 
under a standard cost system.
r
By studying functional costs fo r the purposes of 
estab lish ing  standard u n it costs and analyzing the variance 
between standard and ac tual cost, many opportunities fo r  cost 
reduction and contro l may be ind icated . Often the savings 
re su ltin g  from the information obtained through an analysis of 
variances pays fo r  the expenses involved in se lecting  standard 
d is trib u tio n  co sts . Comparison o f ac tual cost with the standard
t
cost yardstick  a lso  provides management with a sound b as is  upon 
which to  plan fu tu re  finances. Standards w ill frequently  
ind icate  solutions th a t w ill enable management to  plan the 
way out of an unprofitable s itu a tio n .
Another advantage a ttr ib u tab le  to  standard cost i s  th a t 
the measurement i s  very objective. Workers are more w illing  
to  be judged against s c ie n tif ic a l ly  engineered standards than 
subjective measures established only by th e ir  supervisors. 
Employees also  become cost conscious when they know the costs 
are under continuous measurements. The performance of each 
function is  a lso  free from influence by the performance of
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cost cen ters.
This accounting method also  promotes promptness in  the 
preparation o f cost reports fo r  management. The cost analyst 
w ill find  th a t these cost control reports are an e ffec tiv e  
management to o l because they are based on the p rincip le  of 
exception. Those fao ts  which require management action are 
h ighlighted . Standard costs oan also  recognize the d is tin c tio n  
between contro llab le  and nonoontrollable costs and segregate 
these costs in the records and accounts. Control through the 
establishment of standards and measurement of variances w ill 
help indioate where management action i s  required to  oorreot 
ou t-o f-lin e  performance because unfavorable performance i s  
immediately detected and can be traced to  the responsible 
individuals or fa c to rs .
Standard costs permit a b e t te r  advance knowledge of 
oosts, and they encourage a carefu l scru tiny  of the a c t iv i t ie s  
which often permit improvements even before an entry  i s  made 
in the ledger. The process o f studying a function in  d e ta i l  
in estab lish ing  standards may contribute in many ways to  work 
effic iency . Both the q u a lity  and the quantity  of u n its  produced 
by the d is trib u tio n  cost center may be improved.
In estab lish ing  standards fo r d is tr ib u tio n  a c t iv i t ie s  
an analysis of the elements in the a c tiv i ty  are usually  made.
As wastes occur in nearly  a l l  movement co s ts , th is  analysis 
can lead to  improved procedures fo r  the prevention of time 
wastes in performing marketing functions. As a re s u lt  of the 
standard labor r a te ,  management may find  i t  b en e fic ia l to
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remodel the section layout to  elim inate waste motions and to  
achieve more e ffec tiv e  u til iz a tio n  o f f lo o r space. Tools and 
m aterials may be arranged to  be more accessible to  workers so 
th a t the time lo s t  in picking up the m aterial may be saved. The 
job aud its used in  estab lish ing  standards can a lso  be employed 
as a basis fo r teaching new employees the normal and acceptable
i
method of performing the work.
'When functional expense statem ents are availab le  fo r 
successive years they h igh ligh t departmental cost tren d s. An 
examination may reveal th a t one departm ent's cost have increased 
a t  a much fa s te r  ra te  than the o v er-a ll d is trib u tio n  expense.
An analysis should be made to  determine what expense elements 
have been responsible fo r the  rapid increase . This analysis 
can compare ac tual u n it costs and standard un it costs 
by functions within eaoh department to  ind icate  any trend of 
r is in g  u n it costs as compared to  figu res o f  p r io r  years.
Trends, e ith e r favorable or unfavorable, can be observed and 
plans formulated fo r  correction o f unfavorable tendencies as 
well as fo r  continuance o f the favorable conditions. Functions 
with excessively large u n it costs as compared to  budgeted 
standards may be uncovered.
I t  i s  most important in the d is trib u tio n  f ie ld  to  
analyze the functions performed in re la tio n  to  th e i r  co s t.
Q, F o rre s t  W alker, "The N ature o f  th e  D is tr ib u tio n  
Cost Problem ," Reducing D is tr ib u tio n  C ostsf M arketing S e r ie s  
Number 58 (New Yorkt American Management A sso c ia tio n , 1945),
p . 8 ,
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M erely to  fo rce  a red u c tio n  In an ap p aren tly  h igh  c o s t o f 
perfo im ing a fu n c tio n  i s  extrem ely dangerous. The fu n c tio n a l 
c la s s i f i c a t io n  f a c i l i t a t e s  c o s t c o n tro l because each fu n c tio n  
can be s tu d ied  s e p a ra te ly  and In r e la t io n s h ip  to  o th e r  fu n c tio n s . 
Ctace th e  co st o f  s p e c if ic  d is t r ib u t io n  fu n c tio n s  a re  d e fin e d , 
r e s p o n s ib i l i ty  accoun ting  i s  adopted by r e l a t in g  co s t groups 
to  peop le .
By-products o f Standard Costs fo r  Repetitive Functions
Often im portan t by-products w i l l  be found in  a 
d is t r ib u t io n  c o s t a n a ly s is  t h a t  th e  accountan t was n o t look ing  
f o r  in  th e  o r ig in a l  s tu d y . Because standard  c o s ts  a re  o b je c tiv e , 
an in c e n tiv e  -wage payment system  can be e s ta b lish e d  f o r  both  
r e p e t i t iv e  and n o n re p e tit iv e  d is t r ib u t io n  fu n c tio n s  hy using  
th e  r e s u l t s  o f  th e  study  producing the s ta n d a rd . Under an 
In ce n tiv e  system f o r  paying wages, workers who produce a 
percen tage above th e  standard  could rec e iv e  an a d d it io n a l  
percen tage of t h e i r  base pay. For example, i f  th e  s tandard  
i s  60 u n i ts  p e r  hour and a worker produces on th e  average 66 
u n i ts  per hour, he i s  produolng a t  an e f f ic ie n c y  r a t i o  o f  
IIO56, I f  h i s  base  r a te  was $1 .5 0 , he would re c e iv e  an a d d it io n a l
p
15 cen ts  p e r  hour o r  a t o t a l  h o u rly  wage o f  $1 .65 .
Company warehouses must bo ? s tu d ied  because warehousing 
and hand ling  a c t i v i t i e s  provide ano ther f i e l d  fo r  co s t red u c tio n .
2
Charles Dolce, "Packing and Sales Branch Cost Control 
Under Standards," NACA B u lle tin . XXXVIII, Section 1 (November, 1956), 
pp. 404^*405.
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Since warehousing i s  often performed by independent concerns, 
management can compare the charges fa r  such services with the 
company's own costs of warehousing. Frequently, comparative 
warehouse cost figures w ill point out opportunities to  reduce 
such costs. The oauses of high warehouse costs should be 
determined. Warehousing space may be poorly u ti l iz e d , or the 
oost of handling certain  produots may be high. Packaging costs 
done specia lly  to  meet some customers' requirements may be too 
expensive. An evaluation o f th is  function may reveal th a t the 
items can be packaged in la rg e r lo ts  to  reduce both packaging 
and handling costs .
Companies th a t operate a f le e t  of trucks as a side-line  
to  th e ir  regular business are usually  le ss  aware th a t p ro fits  
are a t stake a t th is  point th a n 'i f  truck operations were th e ir  
regular business. Making use of an adequate standard cost system 
w ill minimize expensive truck  rep a irs  and correct abnormal 
operating costs quickly. S ign ifican t and unfavorable variances 
in gasoline and o i l  expense may indicate a dishonest d riv er or 
the need fo r motor overhaul. I f  repa irs  fo r  a c lass  o f trucks 
deviate unfavorably from standard, th is  may ind icate  to  management 
th a t the trucks should be disposed of or th a t the equipment has 
outlived i t s  usefulness fo r  the p a rtic u la r  type of a c tiv ity  
fo r  which i t  has been used and should be tran sfe rred  to  le ss  
strenuous serv ice.
Transportation standards determine the time required 
fo r each route in  view of the p articu la r  conditions which ex is t 
on the rou te . Once the volume p o ten tia l o f each route i s
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determined, operations in  a noiraal working day and the number
of customers which could, be served can be planned fo r reaching
these p o te n tia ls . A study made by applying time standards to
the ro u te 's  ch a ra c te ris tic s  may revea l th a t some routes require
fewer hours than a normal working day to  serve while other
routes require more hours than in  a normal working day.
Management may decide th a t the d rivers  of the shorter routes
could be delivering  to  add itional customers and the d rivers
of the longer routes should be freed of some c le r ic a l or 
3
loading jobs.
Detailed operating costs fo r  each u n it of equipment 
i s  a valuable guide to  management in  deciding when to  replace 
ind iv idual u n its  and in choosing which kinds of equipment are 
most economical. Analysis of d iffe re n t types of veh ic les and 
equipment w ill a lso  help management determine which type i s  
best suited to  the company's need. For example, i f  both 
e le c tr ic  and manual typew riters are used, a comparison of 
standards fo r each type of equipment may reveal the advantages 
of one over the o ther. This information w ill help management 
decide what type of o ffice  equipment should be adopted.
Management may decide to  purchase equipment with a higher 
i n i t i a l  cash outlay , with the add itiona l Investment paying 
fo r I t s e l f  in reduced operating and rep a ir  costs.
P o ss ib il i t ie s  fo r  other corrective actions can frequently
^W. D. Holdsworth, "Bringing Delivery Route Costs Under 
Standards," NACA B u lle tin . XXXIV, Section 1 (October, 1952)»  
p . 259.
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be indicated by standards fo r re p e titiv e  operations. A 
comparison of company costs with the costs to  purchase the 
same service from independent agencies may point out locations 
where action i s  needed to  keep the costs under b e tte r  con tro l. 
Comparison of ac tual outside costs with standard costs can 
a lso  a s s is t  management in making decisions regarding the 
proper scope of the a c t iv i t ie s  th a t they engage in . Management 
can use the cost information when considering the p o s s ib ility  
of expanding the operations to  include a la rg e r part of the 
function within the organization i t s e l f .
By-products of Standard Costs fo r Nonrepetitive Functions
Standards fo r measurement of sa les e f fo rt may improve 
sa les volume and a lso  reduce se llin g  expenses. An evaluation 
of the d ire c t s e llin g  costs with the commission costs o f agents 
may be u sefu l in deciding i f  wholesalers should replace the 
company salesmen. A comparison o f the advertising  expense 
with sales re s u lts  fo r each te r r i to ry  may also a s s is t  marketing 
management in planning p ro fitab le  sa les promotion. I f  these 
standards are used by the marketing managers as a b as is  fo r  
counsel and advice, they should contribute to  inproved individual 
performance.
Comparison of standard and ac tual costs enables management 
to  determine i f  the company's expenditures are following the 
approved plan. The company's advertising  plan may be designed 
to  give a desired d is trib u tio n  of emphasis to  various products 
or to  take advantage o f  seasonal media. An advertising  plan
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may a lso  be selected fo r the purpose of obtaining f i l l  coverage 
of the market. Budget comparison reports can bring management's 
a tten tio n  to  deviations from these p lans.
I t  i s  the task  of the marketing manager to  produce net
p ro f its ,  not merely sa les or gross p ro f i t .  As a re s u lt  of
d is trib u tio n  cost ana ly sis , management may find the plan fo r
compensating salesmen does not achieve the re s u lts  they
intended fo r i t  to  achieve. The salesmen may be paid add itional
compensation in  the form of a commission or bonus with the
bonus re la tin g  to  sa les in excess o f a ce rta in  quota. The
important point i s  th a t sales over a certain  quota do not
ensure p ro fits  over the quota. A compensation plan th a t i s
p ro fit oriented, ra th e r than sales-volume oriented , forces
management to  consider im plications from a company-wide
4
performance viewpoint.
Breakeven Point o f Order Size
Standard d is trib u tio n  costs help management determine 
the number of u n its  th a t must be sold in  one order so th a t a l l  
costs incurred in  connection with th a t  order may be recovered. 
Because the objective i s  to  recover co sts , th is  s itu a tio n  i s  
sim ilar to  the breakeven point of facto ry  costs and production. 
In both cases a breakeven point occurs where there i s  n e ith er a 
p ro f it  nor a lo s s .
^Michael S ch iff, "Are You Making These Mistakes in Marketing 
P ro f it Analysis?" Sales Management. LXXXI, P art 1 (November 21, 1958), 
p . 58.
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The standard gross p ro fit  fo r  each product un it must 
f i r s t  be determined. When a standard production cost system 
is  in  use, th is  i s  e a s ily  determined. The standard u n it product 
costs may vary according to  the seasonal capacity. Thus, i t  
may be necessary to  compute as many breakeven points as there  
are standard u n it product costs. Furthermore, since d is trib u tio n  
costs vary with the volume of d is trib u tio n  a c tiv i ty , any breakeven 
point th a t i s  computed a t  a given volume w ill  hold true  only 
a t th a t  p a rtic u la r  volume*
After the standard gross p ro f it  has been determined, 
the costs which apply to  the order in  question should be 
selected . The costs associated with one te r r i to ry  should not 
have an e ffec t upon the cost of an order procured in  another 
te r r i to ry .  Furthermore, the costs associated with one product 
line  should not be combined with those involved with another 
product l in e .
Those costs which apply to  the order in  question should 
then be divided in to  two groups—those applied on a per order 
basis and those applied on other bases. The costs applied 
on the  per-order basis are approximately equal per order, 
regardless o f the  size of the order. These costs w ill  be 
referred  to  as uniform order costs in th is  study. Costs 
applied on other bases vary d ire c tly  with the number of u n its  
involved. When costs are applied upon the basis  of sa les 
d o lla rs , the varia tion  i s  in d ire c t. In such instances a 
conversion to  cost per u n it sold i s  necessary. This conversion
124
can be achieved by m ultiplying the cost per d o lla r by the 
se llin g  price of the u n it.
The costs other than the uniform costs must then be 
converted to  a common u n it base* I t  i s  necessary to  determine 
the to ta l 'v a r ia b le  costs on a per u n it basis  fo r each product 
in a given order. This to ta l  i s  the amount by which d is trib u tio n  
costs increase fo r each u n it sold* When th is  amount i s  subtracted 
from the gross p ro f it  of the product, the re su lt  i s  the amount 
th a t i s  availab le  fo r absorption of the uniform order cost. The 
minimum number of u n its  per order necessary to  absorb the uniform 
order cost can be found using the following formula:
Breakeven point of order size  -  Uhlfom* order costs
Unit gross p ro f it  -  Unit variable
costs
Analysis of costs to  reveal the breakeven point fo r 
size of order can be of major assistance to  management in 
exerting e f fo r ts  to  control d is trib u tio n  costs* This analysis 
may reveal th a t the company i s  se llin g  in situa tions in which 
the cost may exceed the to ta l  margin obtained from the produot 
sa les . Often the company may not rea lize  th a t a small, but 
nevertheless important portion of i t s  sa les are unprofitable*
The orders Bay be too small to  be processed a t  a p ro f it  or 
specia l handling required on certa in  orders may e liminate  the 
p ro fit  on the transaction* This knowledge w ill enable salesmen 
to  concentrate e ffo rts  on bringing a l l  orders up to  the minimum.
I f  methods cannot be devised to  reduce d is trib u tio n  costs on
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these small orders, management may find  i t  advisable to  
e s tab lish  a premium charge fo r such orders. Data of th is  
nature can also  provide management a basis fo r  sh if tin g  sa les 
promotion emphasis to  provide g reater p ro f i ta b il i ty . In fo r­
mation concerning the p ric ing  of products can also be provided 
by these analyses.
The sk illed  cost analyst should not be content to  accept 
these unprofitable se llin g  conditions an the explanation th a t 
they are necessary fo r  a complete market coverage. He should 
question whether there  i s  such an object as a complete market 
coverage of the company products. He should also  show th a t 
handling a volume of unprofitable business i s  too expensive a 
prioe to  pay fo r  complete market coverage.
The net p ro f it  to  be rea lized  from a given order can 
be predetermined through the use of standard costs . Management 
can also  develop pro jections of fh tu re  earnings of te r r i to r ie s  
based on the standard costs expected to  be incurred. A method 
sim ila r to  th a t involved in  computing the breakeven point can 
be used. The predetermination of net p ro fit i s  a usefu l to o l 
of management especia lly  in  such s itu a tio n s as when orders are 
received fo r ir re g u la r  q u an titie s  of more than one product.
D istribu tion  Cost D iffe ren tia ls  
Ctoce the breakeven point i s  determined, every e f fo r t ,
T
of course, should be made to  secure orders ca llin g  fo r u n its  
in  excess o f the minimum number. This polioy provides a
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reasonable ce rta in ty  th a t i f  the bulk o f the orders received 
c a ll  fo r u n its  in  excess of the minimum established , d is trib u tio n  
a c t iv i t ie s  are p ro fitab le . However, th is  policy has certa in  
lim ita tio n s . In making a c a ll  on a prospective customer, the 
salesmen i s  not sure i f  the customer w ill demand any u n its , or 
i f  he receives an order, whether the number o f u n its  w ill 
exceed the minimum order number.
Obviously a f te r  incurring the d irec t se llin g  costs, 
he should not refuse an order fa ll in g  below the minimirm number
because some of the d irec t se llin g  costs would be recovered by
\
the gross margin. Even i f  an order containing fewer u n its  
than the minimum number i s  accepted, the company may s t i l l  earn 
a p ro f it  on the en tire  operations because the fixed d is trib u tio n  
costs are spread over a greater number of u n its . The number 
o f u n its  in the d efic ien t order has increased the to ta l  u n its .
Savings in d is trib u tio n  costs re su ltin g  from large 
orders provide a leg itim ate ju s tif ic a tio n  for price concessions.
A d if fe re n tia l  i s  created in  d is trib u tio n  costs because the 
fixed order costs i s  spread over a greater number o f u n its . The 
budgets can be used to  calcu late  the amount of savings.
Revision of Product Lines
Many companies have found through d is trib u tio n  cost 
analysis th a t th e ir  product lin e s  contained many low-volume, 
low -profit items th a t could be eliminated without encountering 
serious objections from the market. Often product l in e s  carry
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non-standard  item s which la g  behind in  s a le s  volume. F requen tly  
th e se  item s re p re se n t a package o f s iz e  v a r ia t io n  t h a t  was 
o r ig in a l ly  added to  match com petition . Very l ik e ly  lea d in g  
com petito rs have long since  e lim in a ted  th e se  non-standard  item s 
from t h e i r  product l i n e s .  These item s a re  o ften  u s in g  common 
production  f a c i l i t i e s  w ith  more p ro f i ta b le  item sj th u s , th e y  
a re  ta k in g  up production  c ap a c ity  which could be devoted more 
p ro f i ta b ly .
Such product l in e  s im p lica tio n  can h e lp  to  in c re a se  
d is t r ib u t io n  e f f ic ie n c y  by e lim in a tin g  c o s tly  reco rd s  and 
low ering in v e n to r ie s .  The e lim in a tio n  o f u n p ro fita b le  l in e s ,  
which a re  g e n e ra lly  slow movers, w i l l  a ls o  reduce company 
investm ents in  in v e n to r ie s . C oordination between production  
and s a le s  e f f o r t  i s  req u ired  to  p reven t in v en to ry  lo s s e s  from 
bo th  obsolescence and lo s t  s a le s  from sho rtages in  consumer 
goods.
D is tr ib u tio n  c o s t a n a ly s is  can a ls o  be used to  eva lua te  
p roduct development p lan s  th a t  invo lve th e  a d d itio n  o f  new 
p ro d u cts . Since many m anufacturers a re  tempted to  in tro d u ce  
new product l in e s  which cannot use th e  same d is t r ib u t io n  methods 
o f  th o se  p roducts in  th e  re g u la r  l i n e ,  i t  i s  very  im portan t 
th a t  a l l  d is t r ib u t io n  a c t i v i t i e s  req u ired  by proposed new products 
be considered .
T e r r i t o r i a l  P r o f i t a b i l i t y
Management i s  in te re s te d  in  th e  a n a ly s is  o f h i s t o r i c a l
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p ro f it  or lo ss by segments in order to  learn how much p ro f it  
or lo ss was realized  on each segnentj these figures can then be 
compared with standard p ro fit  fo r the same segment. T e r r i to r ia l  
cost analysis s tre sses  p ro fits  ra th e r than sa les volume as a 
basis fo r  decisions. This analysis forces management to  review 
and b e tte r  understand i t s  marketing organization and plan*
T e r r i to r ia l  analysis seeks proper alignment and 
d irec tion  of se llin g  e ffo rt within each te r r i to ry  because 
geographical sa les areas are often designed by sa les managerial 
in s t in c t .  T e rr ito r ie s  determined only on th is  basis  often produce 
p ro f it le s s  operations. The te r r i to r ie s  may remain unrevised 
u n t i l  the cost of coverage has been determined and the operating 
re su lts  between te r r i to r ie s  are  judged against any measure of 
the p o ten tia l business ava ilab le . Comparison of actual 
expenditures with standard and comparison o f cost ra tio s  between 
d iffe re n t te r r i to r ie s  and d iffe re n t periods should lead to  b e t te r  
cost performance. Thus, uniform ity in c la ss if ic a tio n  o f accounts 
and in items charged to  the various accounts i s  e ssen tia l i f  
e ith e r  intercompany or intracompany cost comparisons are to  be 
s ig n ific an t. Analysis by te r r i to r ie s  w ill help management 
decide what should co n stitu te  a te r r i to ry ,  what i t  should produce, 
and i f  i t  can return a p ro fit to  the business.
In analyzing the regional d ifferences in the ra tio  o f 
sa le s  to  p o te n tia l, management may find th a t they disregarded 
t e r r i t o r i a l  sa les  p o s s ib i l i t ie s  in  the assignment o f advertising  
and salesmen. Some te r r i to r ie s  may not have enough p ro fit
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p o ten tia l to  support a salesman while other te r r i to r ie s  have 
so much p o ten tia l th a t the salesman leaves much of the p ro f it  
p o ten tia l to  com petitors. T e rr ito r ie s  making comparatively 
poor showings can be spotted by studying t e r r i t o r i a l  statem ents 
and plans evolved fo r improvement. A t e r r i to r i a l  cost analysis 
may reveal th a t the reason fo r some te r r i to r ie s  having such a 
high cost i s  because the company i s  s e llin g  in those te r r i to r ie s  
only because competitors had invaded the o rig inal te r r i to r y  of 
the  company. The company has chosen to  meet competition in 
th is  expensive manner. Unprofitable areas may be made p ro fitab le  
by. reassigning salesmen or by changing methods used to  obtain 
a b e tte r  balance of e f fo r t  to  sa les p o te n tia l i t ie s .
The re la tiv e  p ro f i ta b il i ty  of a te r r i to ry  may also  be 
found by determining each te rr ito ry * s  contribution toward 
in d irec t expenses and p ro f i t .  This contribution can then be 
compared with the contribution required by the budget. This 
analysis i s  help fu l because i t  i s  hoped th a t each te r r i to r y  w ill 
a t  le a s t bear i t s  own d ire c t costs and th a t a l l  te r r i to r ie s  
taken together w ill cover both d ire c t and in d irec t costs and 
leave a net p ro f i t .
One objective of t e r r i t o r i a l  oost analysis i s  to  measure 
the performance of the management in  charge o f an ind iv idual 
te r r i to ry .  This analysis is  usually  more s ig n ifican t i f  the 
sa les  d i s t r ic t  operates as a p a r t ia l ly  independent u n it and 
the  d i s t r i c t  manager i s  in  a position  where he can a ffec t 
the trend of d is tr ib u tio n  costs*
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A review of the  te r r i to r ie s  through a market p ro fit 
analysis w ill reveal the ex isting  market s itu a tio n  and help 
determine the future course of ac tion . This analysis gives 
information which aids in the d irec tion  of e f fo rt so th a t 
d is trib u tio n  and p rice  po lic ies can be in te ll ig e n tly  formed to  
ensure g reater p ro f i ta b il i ty  and effic ien cy . The information 
can also  be used to  estim ate the e ffec t which a proposed change 
in  t e r r i t o r i a l  operations can be expected to  have on p ro f its .  
T e r r i to r ia l  statements showing net p ro fit margins can be 
used by management to  ind ioate the geographical areas which 
are most favorable fo r expansion o f marketing a c t iv i t ie s .
D istribution  cost analysis can h i f l i g h t  low margins 
while a company i s  reviewing i t s  te r r i to r ie s  with the thought 
of elim inating unprofitab le regions. However, a company should 
evaluate the situa tion  care fu lly  before elim inating a te r r i to r y  
th a t is  carrying a share of in d irec t costs i f  the remaining 
te r r i to r ie s  w ill have to  bear a g rea te r load. A carefu l 
evaluation should be made because usually  there i s  a heavy 
investment in  a sa les  te r r i to ry . The reason fo r unprofitable 
operations could be traced to  in e ffec tiv e  performance by 
the salesmen. Another reason fo r unprofitable operations 
could be th a t the salesmen are not adequately tra ined  or supervised. 
Also, unprofitable te r r i to r ie s  must be removed in a manner th a t 
w ill  not seriously  or permanently a ffe c t sound growth.
Management too ls  must be used th a t w ill a t  le a s t slow down the 
process of acquiring new unprofitable operations.
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Return on Investment
The sales te r r i to ry  i s  an important asse t; heavy costs
are generally necessary to  develop a te r r i to ry  to  a point
where i t  y ie lds a p ro f i t .  Management normally has carefu l
controls to  assure maximum u ti l iz a tio n  of factory  machinery
while the only controls fo r maximum p ro fit control by te r r i to r ie s
i s  a sa les quota. This approach i s  misleading as i t  s tresses
volume ra th e r than p ro f i t .  However, p ro f its  alone should not
be the sole basis fo r evaluating a t e r r i to r y 's  performance.
In making sa le s , various amounts of ca p ita l are t ie d  up in
I
inventory and accounts receivable.
A sales t e r r i to r y  has many of the ch a rac te ris tic s  of
a lo n g -life  a sse t; however, the tra d it io n a l approach has been
to  t r e a t  a l l  costs re la ted  to  the development of a sa les te r r i to r y
as period costs. However, i f  the value of the sa les te r r i to ry
is  capitalized  fo r in te rn a l accounting and control purposes, the
performance could be evaluated in a r e a l i s t ic  way. This would
also  provide a guide in planning te r r i to r y  expansion. The same
fin an c ia l to o ls  employed in production expansion planning could 
5
be used.
D irect and a llocated  costs could be deducted from the 
gross p ro fit to  arriv e  a t  a p ro f i t ,  Inocme tax  could also  be 
deducted to  y ie ld  an a f te r - ta x  net income. I f  th is  approach i s  
followed, the investment base should include not only the
^Michael S c h if f ,  "An A ccoun tan t's  R e f le c tio n s  on New 
Thinking on M arketing ," NAA B u l le t in . X U , S ection  1 
(O ctober, 1959), p . 91.
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investment in the d is t r io t ,  but a lso  allooated  investment of the
£
home office operations which may cover several d i s t r i c t s .
Another approach woulcPbe to  use only d irec t t e r r i t o r i a l  
costs in determining the income th a t is  used to  confute the 
return  an the investment. Standard manufacturing costs should 
be subtracted from sa les to  a rriv e  a t gross margin and d ire c t 
d is trib u tio n  costs associated with the specific  te r r i to ry  
would then be deducted from the gross margin. Only the asse ts  
employed in the te r r i to r y  such as inventory and accounts 
receivable would be considered as the investment under th is  
approach.7
Regardless of the approach used, the return  on the 
te r r i to ry  can be determined using the following formula:
jlnppme x galafi,   = Return on T e r r i to r ia l  Investment
Sales Investment
The analysis to  determine return  on investment i s  
very important because of the high cost of c a p ita l. Manage­
ment also  usually  has many a lte rn a tiv e  uses availab le  to  employ 
the c a p ita l. I t  i s  fo r these reasons th a t control of investment 
employed in  connection with d is trib u tio n  a c t iv i t ie s  c a lls  fo r  
as much control as curren tly  i s  exercised in  investments fo r
Michael S ch iff and Lawrence J .  Benninger, Cost Accounting 
Second Edition (New York: The Ronald Press Company, 1963)> P* 575.
^M ichael S c h if f ,  »An Accountant’ s R e fle c tio n s  on New 
Thinking on M arketing ," NAA B u l le t in « XLI, S ection  1 
(O ctober, 1959) 9 P» 92*
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production a c t iv i t ie s .
M echanical and E le c tro n ic  Data1 P rocessing
The study of d is trib u tio n  costs and a knowledge of how 
to  make them more precise and more e ffec tiv e  can be more eas ily  
achieved through the use of mechanization and automation. The 
managerial controls provided by standard d is trib u tio n  costs 
suggested on the previous pages can be f a c i l i ta te d  through the 
use of mechanical and e lectron ic  data processing equipment.
Great progress has been made in the development of 
suoh equipment in recent years. The p rincipal benefits  from 
the use of improved mechanical and e lec tron ic  data processing 
equipment have been greater accuracy, increases in  the speed 
of furnishing inform ation, and a lso , in  some cases, savings 
in c le r ic a l expense. The a b i l i ty  of these machines to  combine 
accounting, p o l i t ic a l ,  and socio logical data involving many
8variab les permits analyses and fo recasting  of a high q u a lity .
Management has often a llocated  in d irec t costs to  business 
segments on bases which they recognized were not th e o re tic a lly  
co rrec t, but the correct bases ware not feasib le  since they 
required so much time-consuming de ta iled  work. E lectronic data 
processing equipment can more ea s ily  determine the various 
fac to rs of v a r ia b il i ty  and the d e ta i l  necessary to  e s ta b lish  
standard. Through the use of e lec tron ic  data processing
g
Donald R. Longman and Michael S ch iff, P rac tic a l D istribution 
Cost Analysis (Homewood, I l l in o is :  Richard D. Irw in, In c .,  1955)> 
p . 180.
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equipm ent, d i s t r ib u t io n  c o s t can be d is t r ib u te d  on th e o r e t ic a l ly
c o rre c t  bases t o  t e r r i t o r i e s ,  salesm en, p ro d u c ts , o r o th er
b u sin ess  segments d e s ire d  by re fe ren c e  to  th e  ta b u la t in g  c a rd s .
T ab u la tin g  equipment can be used to  accum ulate th e  n e t
s a le s  and standard  co s t o f  s a le s  fo r  each d i s t r i c t .  As th e
m anufacturing p la n t  makes shipm ents t o  th e  t e r r i t o r i e s ,  th e  u n i t
standard  co s t and q u a n tity  shipped can be reco rd ed . T h is
info rm ation  can be t r a n s fe r re d  from th e  sh ipp ing  sh ee t to
punch c a rd s , coded, and summarized. S a les  inform ation  can be
coded and summarized in  th e  same manner.
Data p ro cess in g  can be used advantageously  in  standard
d is t r ib u t io n  c o s ts  f o r  m a te r ia ls  used in  d is t r ib u t io n  a c t i v i t i e s .
D is tr ib u tio n  m a te r ia ls  do no t have to  be in d iv id u a lly  costed
as  th e  m a te r ia l  r e q u is i t io n s  can be so rte d  by p a r t  number,
q u a n t i t ie s  fo o ted , and c o s ts  can be extended in  one o p e ra tio n .
The accum ulation o f o th e r  d i s t r ib u t io n  co st in form ation
can be f a c i l i t a t e d  through  th e  use o f e le c tro n ic  com puters. Such
in form ation  a s  th e  t e r r i t o r y  number, salesmen number, commission
r a t e s ,  and tra n s p o r ta tio n  c o s ts  can be punched in to  ta b u la tin g
card s from s a le s  in v o ic e s , c r e d i t  n o te s ,  and f r e ig h t  b i l l s .
The ta b u la t in g  ca rd s can then  be used to  produce d a i ly ,  weekly,
o r m onthly r e p o r t s .  These re p o r ts  can be prepared f o r  both
g en era l accoun ting  use and v a rio u s  s a le s  and d is t r ib u t io n  cost 
9
a n a ly se s ,
^G ranv ille  F . A tkinson, " P ro f i t  C ontro l by T e r r i to r ie s  
and P roducts in  th e  Food P rocessing  In d u s try ,"  NACA B u l le t in . 
X m ,  Section  1 (March, 1950), pp . 809-831.
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With modem e le c tro n ic  ta b u la tin g  equipment, i t  i s  
p o ss ib le  to  produce alm ost any conceivable a n a ly s is  o f  d is t r ib u t io n  
expense. For in s ta n c e , e le c tro n ic  d a ta  p rocessing  can be used 
to  prepare a d e ta i le d  d is t r ib u t io n  a n a ly s is  in  term s o f  hours 
In s te ad  of d o l la r  amounts fo r  each type  o f  d is t r ib u t io n  la b o r .
The comparison o f  a c tu a l  and standard  d is t r ib u t io n  la b o r  hours 
may be more m eaningful, e s p e c ia lly  to  lower management, than 
th e  comparison o f d o l la r  amounts. D e ta ile d  d is t r ib u t io n  re p o r ts  
can be su c c e ss fu lly  compiled on ta b u la t in g  equipment, in  some 
cases a t  no e x tra  c o s t .
In v en to ry  reco rd s can be m ain tained  through th e  use o f 
ta b u la t in g  card s o r e le c tro n ic  s to rag e  drums by means o f  which 
th e  inven to ry  q u a n tity  o f each type o f  raw m a te r ia l ,  m anufactured 
item  and q u a n ti t ie s  on o rd e r can be known prom ptly a t  any tim e .
The maintenance o f inven to ry  reco rd s  and th e  ta b u la t in g  o f 
inven to ry  re p o r ts  can be combined w ith  procedures f o r  p rocessing  
customer o rd e rs , customer b i l l i n g ,  and s a le s  a n a ly s is .  R e p e titiv e  
inform ation  such a s  a custom er's  name and address can be prepared  
In advance on prepunched cards or ta p e s  to  th e  exbent p o ss ib le  
o r  p r a c t ic a l .  S p e c ia l inform ation  p e r ta in in g  to  an o rd er can 
be added when th e  o rd e r i s  rece iv ed  from a custom er. In  p ro cess in g  
th e  c a rd s  o r ta p e s  th e  machines can a d ju s t in v en to ry  q u a n ti t ie s  
to  r e f l e c t  w ithdraw als to  meet th e  o rd e r , p repare  a custom er's  
in v o ic e , and provide a ta b u la t in g  o f t h i s  and o th e r  o rd ers  f o r  
purposes o f s a le s  a n a ly s is  and bookkeeping. I f  minimum stock  
le v e ls  and o rd e r q u a n ti t ie s  have been e s ta b lis h e d  on inven to ry
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item s, the machines can prepare manufacturing orders fo r  items 
which have reached the ordering point as a r e s u l t  of these 
w ithdraw als.^
Operations research techniques have been used in  problems 
re la tin g  to  physical d is tr ib u tio n . Operations research i s  a 
process of studying the problem and estab lish ing  re la tionsh ips 
between the component p a rts  of the problem. T heoretical models 
are constructed using these physical and quan tita tive  re la tio n ­
ships estab lished . Operations research re l ie s  heavily on 
mathematics. This process i s  an application  of s c ie n tif ic  
methods to  the study of a lte rn a tiv es  in a problem s itu a tio n ..
Through the use of an e lec tron ic  computer, mathematical 
symbolization and techniques can express the various re la tionsh ips 
and the various q u an titie s  which are involved. Because there 
are so many a lte rn a tiv es  in the complex problems of p lant and 
warehouse location and transporta tion  rou tes, mechanical 
assistance i s  e s se n tia l. The d is trib u tio n  situa tion  can 
be formulated in to  a model which can be programmed in to  an 
e lectron ic computer. The process i s  not a quick or easy 
one. Specially tra ined  personnel are required to  use th is  
technique, but the accountant should and can be an important 
p art of the team. A number of companies have used operations 
research techniques and have found the re su lts  are extremely 
benefic ia l in  texms of reduced co sts . Once the optimum
C larence B. N ickerson, M anagerial Cost Accounting and 
A nalysis . Second E d itio n  (New Yorks McGraw-Hill Book Company, 
I n c . ,  1954) t P» 10*
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transporta tion  route and warehouse locations are determined, 
standard cost can be established  using these p la n s# ^
An operation research technique foaown as lin e a r  programming 
can be used in stud ies to  obtain data fo r minimizing transporta tion  
and warehousing co sts . Since the objective can be varied in 
such a problem, the most economical shipment pattern  can be 
determined using p lan t and warehouse locations th a t are fixed . 
Management may decide to  hold p lan t and warehouse locations 
fixed because of the su b stan tia l investments previously made 
fo r the f a c i l i t i e s .  The problem can be varied to  ind icate  the 
b es t warehouse locations to  supply the ex isting  or an ticipated  
pattern  of customer demand. These studies can prove to  be 
very worthwhile in reducing transporta tion  and warehousing 
costs .
Operations research techniques can be used to  determine 
adequate inventory lev e ls  th a t provide the desired le v e l of customer 
service without incurring  excessive charges fo r costs associated 
with Inventories. Use of operations research techniques has the 
advantage of being objective when the in te re s t  o f severa l d iffe ren t 
departments i s  involved. The sa les department i s  in te rested  in 
m aintaining a large enough stock on hand of a l l  products to  
provide iianediate customer serv ice. The fin an c ia l department
■^Clark S loat, "Marketing Costs Can Be Controlled,"
NAA B u lle tin . XXIX, Section 3 (August, 1958), p . 20.
"^Albert M. Levenson and Babette S. Solan, ftitH ne of 
P rice Theory (New York: H olt, R inehart, and Winston, In c .,
W 4 T , P. 247.
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wants to  minimize investment in inventories and the costs of
oarrying company products a t  the lowest possible le v e l. Since
the production department i s  in terested  in  maintaining production
a t an even flow, th is  department wants to  use inventories as a
buffer to  absorb fluc tua tions in  customers* demands. Operation
research studies o f inventories can reduce inventory levels  to
13the sa tis fac tio n  o f a l l  these departments.
Lim itations Upon Successful Application
The d is trib u tio n  cost standards and the d is trib u tio n  cost 
accounting system described in the foregoing pages are , of course, 
subject to  several d e fin ite  lim ita tio n s . The ch ief arguments 
against standard d is trib u tio n  costs are concerned with the 
d if f ic u lty  of th e ir  determination and th e ir  questionable v a lid ity  
a f te r  they are determined.
No matter how e ff ic ie n tly  d is trib u tio n  costs are planned 
and controlled there is  no ce rta in ty  th a t the re su ltin g  sa les 
w ill closely  correspond to  the cost of th a t e f fo r t .  A fu rther 
major fac to r which lim its  the effective  use of standard cost in 
re la tio n  to  d is trib u tio n  expense i s  the time lag between actual 
expenditures and the resu ltan t sa le s .
Since d is trib u tio n  costs are more d if f ic u l t  to  measure 
than are production costs, often the re su lt  of d is trib u tio n  costs 
i s  more one of opinion than of measured fa c t .  Many d is trib u tio n  
standards are cost control to o ls  of a very broad type and a t
^ S lo a t ,  o£. c ib ., p . 22.
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best give only a rough indication of effic iency . I t  i s  d if f ic u l t  
to  develop d is trib u tio n  standards fo r  order-getting  a c t iv i t ie s  
which are comparable in precision and r e l ia b i l i ty  to  production 
standards. Sometimes standard costs fo r order-getting  a c t iv i t ie s  
tend to  become merely averages of past costs; such standard 
costs are unsa tisfac to ry  measures of performance because any 
plan which depends e n tire ly  on past performance as a measure 
o f effic iency  simply perpetuates w eakness.^
Appropriate Work Units
Meaningful cost standards are sometimes d i f f ic u l t  to  
develop fo r d is trib u tio n  a c t iv i t ie s .  One reason fo r  th is  
d if f ic u lty  i s  th a t common or in d irec t costs usually  represent 
a large portion of the  to ta l  d is trib u tio n  costs. The f in e r  the 
c la s s if ic a tio n , the g rea te r i s  the proportion of costs th a t must 
be c la ss if ie d  as in d ire c t. Some d is trib u tio n  costs cannot be 
d e f in ite ly  traced to  any one product or any one te r r i to r y .
Since these a llo ca tio n s are subject to  the lim ita tio n s of a l l  
a llo ca tio n s , the f u l l  cost of any function can often never be 
determined except on an a rb itra ry  b as is . This fa c t should be 
remembered in preparing contro l standards.
Control of d is trib u tio n  costs through the use of standards 
i s  sometimes hampered by the lack of completely sa tis fac to ry  
u n its  of output on which cost standards can lbe:based. This
i  /
J .  Brooks H eckert and Robert B. M iner, D is tr ib u tio n  C osts. 
Second E d ition  (New York: The Ronald P ress  Company, 1953) > p . 307.
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lack of su itab le  u n its  of measurement fo r  use in cost a llocation  
co n stitu tes  one o f the g reatest d if f ic u l t ie s  in d is trib u tio n  
cost analysis today* The functional u n its  selected fo r some 
types o f d is trib u tio n  costs are not e n tire ly  sa tis fac to ry ; as 
a r e s u lt ,  the standards are not always effective  measurements 
of d is tr ib u tio n  effic iency .
The appropriate work u n it i s  often hard to  id e n tify  
because in many cases the re la tio n sh ip  between input and output 
i s  not c lear or does not provide a sa tis fac to ry  basis fo r the 
preparation o f a standard. The number of customer c a lls  made 
or the number of orders received may be the best work u n it fo r  
the measurement of d irec t se llin g  a c t iv i t ie s ;  yet i t  i s  d if f ic u l t  
to  es tab lish  standards fo r these work u n its . Also fo r soma 
d is trib u tio n  costs the volume of a c tiv i ty  depends on the level 
o f  cost incurred ra th e r than the other way around.
Standard costs per customer c a ll  are often established 
fo r d ire c t se llin g  costs , and often the work un it i s  not c learly  
defined. I f  a salesman c a lls  upon a company and finds the 
purchasing agent was not in , he may decide th is  a c tiv i ty  does 
not constitu te  a c a ll  and he w ill record only productive c a l ls .
There are certa in  lim ita tio n s to  the usefulness of time 
studies in se ttin g  standards fo r d ire c t se llin g  costs . Salesmen 
use a wide v arie ty  of se llin g  methods to  meet the customer’s 
ch a ra c te ris tic s  and lo ca l conditions. I t  i s  sometimes d if f ic u l t  
to  standardize these se llin g  methods. Salesmen also make 
customer contacts in ways other than the formal sa les c a ll;
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fo r  example, a t  a golf date or other soc ia l event. I t  may be 
d i f f ic u l t  to  es tab lish  an in te llig e n t u n it cost development 
fo r  these s itu a tio n s . Since time studies are expensive to  use, 
i t  may not be feasib le  to  study a l l  types of customer contacts.
The amount of de ta iled  calculations required to  determine 
standard costs on appropriate work u n its  may make i t  a 
forbidding task  fo r firms without an adequate s ta f f  or electron ic  
computers.
Frequent Revision of Standard Coats
D istribution  cost standards are le ss  precise than production 
cost standards because i t  i s  necessary to  base d is tr ib u tio n  
standards an average conditions ra th e r than on controlled conditions. 
Some opportunity to  change d is trib u tio n  p o lic ie s  and procedures 
should ex is t so th a t fa c ts  uncovered can be u til iz e d  successfully . 
Thus, the conditions under which a d is trib u tio n  expense standard 
has to  operate often change rap id ly . For example, the advertising  
program may change during certain  seasons of the year to  take 
advantage of certain  consumers' demands.
I f  supervisors are a 11 wed to  excuse poor performance 
and a large lo ss variance by d isc red itin g  the standards themselves, 
the cost controls are not serving th e ir  purpose. However, the 
supervisors may have a v a lid  argument because often d is trib u tio n  
standards are not adjusted when operation procedures are changed.
The standard cost may not represent good current performance 
because the ac tu a l mixture of the variab les a ffec tin g  cost may 
d if fe r  frcrn the average mixture on which the standards were
based. This s itu a tio n  may cause large variances.
Management often finds in variance analysis th a t i t  i s  
d i f f ic u l t  to determine what portion of the variance i s  a ttrib u tab le  
to  individual performance and what is  due to  the influence of 
changing outside conditions. D istribution  standards must be 
re lia b le , accurate, and a tta inab le  to  achieve the objectives 
fo r which they were designed. Thus, fo r the d is trib u tio n  standards 
to  r e f le c t  accurate performance, d is trib u tio n  standards must be 
revised often . However, these rev isions may be very d i f f i c u l t ,  
complicated, and expensive.
Varlanoes Sometimes Not Meaningful
Sometimes d is trib u tio n  standards may not be meaningful 
or contribute to  increasing the p ro f i ta b i l i ty  of business. For 
example, standards may be established as a cost per salesman's 
c a l l .  Management w ill have to  decide i f  a cost per salesm en's 
c a ll  which i s  lower than standard re a lly  re f le c ts  the performance 
d esired . Salesmen may not use judgment in the best in te re s t 
of the company when they are under pressure to  meet the standard 
expressed in number o f c a l ls .  The standard may cause them not 
to  spend enough time to  secure an order or to  obtain the proper 
volume because of the pressure to  meet the d a ily  quota o f 
customer c a lls .  On the other hand, a salesman may increase 
h is  sa les  volume in g rea te r proportions than the cost o f the 
variance over standard by spending more time with certain  
customers. These variances may not be meaningful because 
the sales accomplished are not tie d  in with the standard
e s ta b lish e d .^
& comparison of actual costs with standard costs may 
reveal only meaningless figures i f  the human element i s  ignored. 
Some of the supervisors may be using dishonest tactics to  
cover up in e ffic ien c ie s  ra th e r than to  expose th e ir  cost 
cen te r’s poor performance in d is trib u tio n  a c t iv i t ie s .  I f  nothing 
i s  done about substandard operator performance, or i f  supervisors 
look the other way when some of th e ir  workers cheat on counts, 
the cost controls are not serving th e ir  objective.
The weakness of personnel time reports re s ts  on the 
accuracy of the people maintaining the rep o rts . Since these 
reports may be d is ta s te fu l  to  the ind iv idual, the ac tu a l time 
recorded may not be accurate . Proper in stru c tio n  in the 
tra in in g  of employees to  prepare these time reports may have 
been lacking. Thus, the comparison between actual time and 
standard time may not bo v a lid . There i s  no way to  t e s t  
the accuracy of these ac tual time reports without add itiona l 
expense.
Sometimes variances are combined and then reported to  
management; th is  procedure re su lts  in a report which includes 
price and volume variances along with performance variances.
The company's net variance may be favorable and re a l in e ffic ien c ies  
are camouflaged. A d is tin c tio n  in the reports should also  be
‘^ A rthur H. Smith, "D istribution Cost Analysis Points the 
Way to  More P ro fitab le  Business," 1950 Conference Proceedings 
(New York; National Association of Cost Accountants, 1950), p . 83.
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made between controllable and noncontrollable d is trib u tio n  
costs. This procedure allows the contro llable variances to  
be highlighted so th a t management can evaluate performance 
eas ily .
Unless the accountant has explained the procedure 
used to  es tab lish  standards and d isclosed a l l  fac ts  to  the 
marketing managers, there may be a resistance on th e ir  part 
to  using th is  cost inform ation. When business i s  good and 
p ro fits  high, management tends to  be le ss  cost conscious.
An analysis to  reveal the source and cause of the variance i s  
considered a luxury by many companies. Management must 
re a liz e  the need or benefit of standard costs and be w illing  
to  support and use the ana lysis . There i s  a tendency on 
the p a r t  of management to  assume th a t once a problem has been 
defined, i t  can be solved by merely adding up the standard 
cost fig u res. Management may frequently  find  i t  desirab le  to  
spend as much time explaining an evaluation and the underlying 
assumptions as in  a rriv in g  a t the so lu tion .
Summary
The managerial controls i l lu s tra te d  in th is  chapter 
are very important because in*an increasing number of industries  
today, costs incurred a f te r  the production processes are complete 
are becoming a major item of expense. Such costs even exceed 
production costs in  many companies. Consumers pay for. in e ffic ien ­
c ies in d is trib u tio n  ju s t as they do fo r production in e ffic ien c ie s .
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There i s  a greater need fo r e f f ic ie n t d is trib u tio n  due 
to  the increased competition in d is trib u tio n  a c tiv ity . The 
extent to  which companies succeed in  meeting competition w ill  
la rge ly  depend upon th e ir  understanding of the underlying 
market conditions. Companies th a t keep in e ffic ien c ies  in 
th e ir  d is trib u tio n  a c t iv i t ie s  w ill f a l l  behind in the competitive 
American economy. The company* s a b i l i ty  to  recognize i t s  
strength  and weaknesses and to  take advantage of such to o ls  
as standard costs in  th e ir  planning are very c ru c ia l. Since 
such planning must be strongly  market oriented, i t  i s  e ssen tia l 
th a t the accounting system yield  data th a t re f le c ts  the Impact 
of cost behavior decisions. The accounting system and procedures 
should be geared to  measuring costs in terms of behavior and 
re sp o n sib ility .
Standard cost accounting, properly In te rp re ted , i s  
e ssen tia l to  management fo r guidance in seeking to  produce 
optimum p ro f its  and avoid unprofitable sa le s ; however, standard 
cost accounting In i t s e l f  cannot be the complete answer. Such 
considerations as the stage o f market development of a p a rtic u la r  
te r r i to ry , the advantages of d is tr ib u tin g  products in a. broad 
geographical area must be evaluated. Production fac to rs must 
also be taken In to  account such as the e ffec t o f volume on 
costs and the most e ffec tive  employment of production employment. 
A re lia b le  company must be ready to  supply i t s  customers’ needs 
even i f  th is  means se llin g  some products th a t are le s s  p ro fitab le  
than o thers. However, the more management knows about i t s  
o v er-a ll cost p ic tu re  and the b e tte r  data they have on the
cost of d is trib u tio n  products in  oaoh sa les te r r i to ry , the 
b e tte r  they are able to  plan th e ir  d is tr ib u tio n  techniques and 
p o lic ies  in the d irec tion  of b e tte r  p ro f i ta b il i ty .
CHAPTER VII
CASE STUDY, JACK'S COOKIE CORPORATION
T his ch ap te r d isc u sse s  th e  s tandard  ooat system  o f  th e  
J a d e 's  Cookie C orporation , Baton Rouge, L o u is ia n a .1 A d e sc r ip tio n  
o f  th e  plan used to  c o n tro l d i s t r ib u t io n  o o s ts  through th e  use 
o f budgets i s  p re se n te d .
Background
J a c k 's  Cookie C orporation i s  composed o f  a s a le s  o rg an iza tio n  
and th re e  p roduction  p la n ts  m anufacturing  products in  th e  sweet 
goods in d u s try . These b a k e rie s  a re  lo o a ted  a t  Baton Rouge,
L ou isiana; C h a r lo tte , North C aro lin a ; and P u la sk i, Tennessee.
The p la n t  a t  P u la sk i, Tennessee, h as  on ly  re c e n tly  been p laced 
in  o p e ra tio n . T h is Company s e l l s  cookies and cakes in  th i r te e n  
s t a te s  lo c a te d  in  Southern and E aste rn  u n ited  S ta te s  under th e  
t ra d e  name, J a c k 's  Cookies. O utside o f  t h i s  th i r te e n  s t a te  a re a , 
J a c k 's  Cookie C orporation s e l l s  t h e i r  p roduct t o  o th e r  d i s t r ib u to r s  
under p r iv a te  l a b e l s .  For example, th ey  have a d i s t r ib u to r  in  
New York C ity  f o r  idiom th e  p roduction  p la n ts  m anufacture and
^The m a jo r ity  o f th e  in fo rm ation  in  t h i s  ch ap te r was 
ob tained  du rin g  a v i s i t  t o  th e  P roduction  P la n t and R egional S a les  
O ffloe  a t  Baton Rouge, L o u is ian a , on J u ly  15, 1965* Those from 
whom in form ation  was obtained  weret W illiam  MacNaughtcn, Southern 
R egional S a les  Manager, and Gus L u o k e tt, P la n t Manager.
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d e liv e r  produot* .
The Company o rig in a te d  in  1930 ae J a c k 's  Cookie Company* 
From 1930 u n t i l  195® th e re  vere  many sm all J a o k 's  Cookie Companies 
w ith  v a rio u s  p a r tn e rs h ip s . The Company was reo rgan ized  
and In co rpo ra ted  in  1958. The p re sen t chairman o f th e  board was 
th e  founder o f  th e  o r ig in a l  company. The m anufacture and 
d is t r ib u t io n  o f  th e  Company's p roducts was s ta r te d  in  Baton 
Rouge, L ou is iana , in  th e  e a r ly  1940 's .  From t h i s  tim e u n t i l  
1958, a production and s a le s  departm ent o f th e  Baton Rouge, 
L ou isiana , p a r tn e rsh ip  was e s tab lish ed *
The founder o f th e  C orporation bought a bakery from 
Mr. Jack  Jones in  M iss is s ip p i who c a lle d  h i s  bakery , Jack*s 
Cookie Company. The founder continued to  use t h i s  name*
Management has had some problem s, e s p e c ia l ly  in  r e g i s t r a t io n ,  
w ith  u s in g  th e  name J a c k 's  Cookie C orporation . However, in  
1930 when th e  name was adopted , people g e n e ra lly  d id  n o t th in k  
a name was im portant from a tra d e  mark p o sitio n *
O rganization
There a re  th re e  m ajor departm ents in  th e  co rpo ra te  
o rg an iza tio n ; P roduction , M arketing, and A dm in is tra tion . The 
home o f f ic e  i s  lo c a te d  a t  C h a rlo tte , N orth  C a ro lin a . The 
Vloe P re s id e n t o f  O perations i s  re sp o n sib le  fo r  th e  management 
o f  th e  co rpo ra te  p ro d u ctio n . Each p roduction  p la n t  has i t s  
own production manager. The Vice P re s id e n t and D ire e to r  o f  
M arketing heads th e  M arketing Department in  w hich th e  
d is t r ib u t io n  a c t i v i t i e s  a re  perform ed. The M arketing Department
i s  re sp o n sib le  f o r  m arketing th e  produot and i s  n o t concerned 
w ith  where th e  goods a re  produced. The performance o f eaoh o f 
th e se  m ajor departm ents i s  measured Independently  a s  each departm ent 
has a sep a ra te  b a s is  o f  evaluation*
The M arketing D epartm ent's r e s p o n s ib i l i t i e s  a re  d iv ided  
in to  two market t e r r i t o r i e s ,  th e  Southern and E astern  S a les  
R egions. The E aste rn  Regional S a le s  Manager and h i s  s t a f f  a re  
lo ca te d  a t  C h a rlo tte , North C a ro lin a , and th e  Southern Regional 
S a les  Manager and h is  s t a f f  have o f f ic e s  a t  Baton Rouge, Louisiana* 
These two re g io n a l s a le s  managers have d i s t r i c t  s a le s  managers 
re p o r t in g  to  them* Each d i s t r i c t  s a le s  m anager's t e r r i t o r y  i s  
d iv ided  in to  s a le s  branches which a re  s i tu a te d  to  cover s p e o lf ic  
p a rish e s  and c o u n tie s .
Each s a le s  branch perfoxms lim ite d  accoun ting  functions*  
These fu n c tio n s  a re  m ainly comprised o f  th e  reco rd in g  o f  s a le s  
and d is t r ib u t io n  expenses th a t  occur w ith in  th e  s a le s  branch*
Each branch has i t s  own branch bank accounts and p rep a res th e  
p a y ro ll fo r  i t s  personnel* A ll branch accoun ting  i s  fhnneled 
in to  th e  re g io n a l o f f ic e s  where th e  d a ta  a re  combined in to  
o v e ra ll  re g io n a l re p o r ts  which a re  se n t to  C h a rlo tte , N orth 
C aro lina , f o r  g en era l co rpo ra te  accounting*
Standard Cost System o f  th e  Production P la n t
The Production Department a t  Baton Rouge, L o u is ian a , hhs 
an in te g ra te d  standard  co s t system . S tandards a re  e s ta b lish e d  
fo r  raw m a te r ia l ,  packaging m a te r ia l ,  p roduction  and d is t r ib u t io n  
la b o r , and overhead. Each bakery u ses  approxim ately  80 d i f f e r e n t  
ty p es o f  m a te r ia l  in  production and d i s t r ib u t io n .  A s to re s  led g e r
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account i s  kep t a t  standard  c o s ts  fo r  each item . I f  th e  a c tu a l  
p r ic e  d i f f e r s  from th e  s tan d ard , th e  v a rian ce  i s  I s o la te d  b efo re  
i t  i s  t r a n s fe r re d  to  s to re s .  & se p a ra te  p ric e  va rian ce  account 
i s  m ain tained .
Packaging Department
S tandards f o r  packaging m a te r ia ls  ware e s ta b lis h e d  by 
u s in g  work sam pling. Standards were e s ta b lish e d  f o r  such 
packaging m a te r ia ls  a s  ta p e , l i n e r s ,  and d iv id e r s .  M aster 
sh ipp ing  box cases  a re  used to  pack bags and boxes. Since 
th e se  box cases a re  re u sa b le , an e s tim a te  o f th e  expected l i f e  
i s  made based on a c tu a l  experience t o  a r r iv e  a t  a s tandard  c o s t .  
T h is e s tim a te  h as  been found to  be very  r e a l i s t i c  a s  i t  i s  
unusual fo r  a s ig n i f ic a n t  va rian ce  t o  o ccu r.
Management employed in d u s t r ia l  eng ineers from ano ther 
firm  to  use tim e study  to  determ ine th e  packaging la b o r  s ta n d a rd s . 
Packaging s tan d ard s are  based on e i th e r  one o f two ty p es  o f  
u n i t s .  Che type o f u n i t  i s  a box c o n ta in in g  360 hu lk  cooikies.
S ix  o f  th e se  boxes can be shipped in  th e  reu sab le  m aster box 
c a se s . The o th e r  type  o f  u n i t  i s  tw elve bags which can be 
p laced  in  a box case .
D aily  a reco rd  o f th e  number o f  sweet goods packaged 
and u n i ts  o f  m a te r ia l  used in  t h i s  p rocess a re  reoorded . A 
m a te r ia l  q u a n tity  varlanoe i s  used to  aocumulate any d iffe re n c e  
between a c tu a l  and standard  usuage. Packaging m a te r ia l  s tandards 
a re  n o t s tu d ied  in  a s  g re a t d e t a i l  a s  raw m a te r ia l  s tan d ard s 
because th e  Company has found packaging m a te r ia ls  a re  e a s ie r
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to  c o n tro l than raw swaet goods m a te r ia ls .
T ran sp o rta tio n  Department
The Production  P la n t m anufactures and packages th e  goods 
and t r a n s f e r s  th e se  In to  th e  T ran sp o rta tio n  Departm ent. S a les  
branches submit o rders t o  th e  T ran sp o rta tio n  Department and a re  
b i l l e d  a t  s tandard  c o s t .  S a les  b ranches a re  n o t re sp o n sib le  
f o r  T ran sp o rta tio n  Department perform ance, and t h i s  expense 
item  appears on th e  o p e ra tin g  budget f o r  th e  p la n t .  The sweet 
goods a re  shipped in  th e  Company's t r a i l e r  tru c k s . Most o f  th e  
u n i ts  a re  40 fo o t t r a i l e r s ;  each t r a i l e r  ho ld s approxim ately  
one m illio n  cook ies. Sweet goods a re  a ls o  d e liv e re d  through  
d i r e c t  l in e s  to  la rg e  chain  s to r e s .
Time study i s  used to  e s ta b l is h  tra n s p o r ta tio n  la b o r  
s ta n d a rd s . S tandards f o r  o th e r  tra n s p o r ta tio n  expenses such as 
g aso lin e  a re  e s ta b lish e d  u sin g  h i s t o r i c a l  d a ta  and a re  expressed 
a s  a pe rcen t o f s a le s .  Because many o f th e se  expense item s 
con ta in  f ix e d  expense e lem ents, a f le x ib le  budget i s  u sed .
Every fo u r  weeks p e rio d ic  r e p o r ts  a re  p repared  showing 
a comparison o f a c tu a l  c o s t w ith  s tandard  c o s t .  A ll p r ic e  and 
q u a n tity  v a ria n ce s  a re  t r e a te d  a s  an expense on th e  fo u r  
weeks p e rio d ic  r e p o r ts .
Cost Accounting System o f  th e  M arketing Department
E stab lishm ent o f S tandards
The M arketing Department does no t have an in te g ra te d  
standard  cost system . However, s tandards a re  e s ta b lish e d  on
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r e a l i s t i c  bases and used fo r  s t a t i s t i c a l  ana ly sis*  A ll expenses 
o f  th e  s a le s  branches a re  d is t r ib u t io n  expenses. Many o f  th e  
d is t r ib u t io n  expense standards a re  expressed a s  a percen tage 
o f  g ross s a le s ;  f o r  example, U nsalable (S to res) Account, which 
i s  th e  acoount f o r  s ta le  p ro d u cts , i s  r e la te d  to  s a le s  and 
th e  standard  i s  expressed a s  a percen tage o f  t h i s  u n it*  Route 
and d i s t r ib u t io n  volume d isco u n ts  a ls o  use a percentage o f  g ross 
s a le s  a 8 t h e i r  standard* Many o f  th e  d e liv e ry  expense item s 
a re  expressed a s  a standard  c o s t p e r m ile t r a v e le d . The standards 
f o r  r e p a i r  and m aintenance a re  based on h i s to r i c a l  d a ta  and th e  
age o f  th e  v e h io le s  in  each branch* A Branch V ehicle Report i s  
prepared  l i s t i n g  eaoh v e h ic le  by age* The Company has found 
th e  s tandard  must be rev ised  to  in c re a se  th e  co s t a s  th e  
v e h ic le  becomes older* V ehicle d e p re c ia tio n  standards a re  
based on what a c tu a l  d e p re c ia tio n  i s  expected* S tandards vary  
between s a le s  branches because o f th e  In flu en ce  o f geographical 
cond itions*
The Company rev ised  i t s  a d v e r tis in g  stan d ard s th re e  
y e a rs  ago to  decrease  th e  standard  which was expressed  a s  a 
percen tage o f g ro ss  sa les*  The Company had employed an 
a d v e r t is in g  agency fo r  s ix  y ea rs  to  p lan  t h e i r  s a le s  promotion*
The s tan d ard s were e s ta b lis h e d  by both  management and th e  
a d v e r t is in g  agency on th e  b a s is  o f what th e se  people thought 
was needed to  accom plish th e  s a le s  ob jec tive*  With a change 
in  th e  m arketing departm ent p e rso n n el, th e  Company decided to  
reduce t h e i r  a d v e r t is in g  expenditures*
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Percentage a n a ly s is  i s  used e x te n s iv e ly  f o r  c o n tro l and 
p lann ing  purposes a s  management f e e l s  t h a t  percentage a n a ly s is  
i s  im portant in  e v a lu a tin g  performance e f f ic ie n c y , A t o t a l  
o p e ra tio n s standard  i s  s e t  f o r  th e  seasoned branches th a t  have 
been in  opera tion  f o r  some le n g th  o f  tim e . T his standard  i s  
expressed  In a percen tage o f  s a l e s ,  A branch i s  considered  
p ro f i ta b le  i f  i t s  branch expenses a re  l e s s  than  30% o f a c tu a l  
g ro ss  s a le s  w ith in  th e  branch. I f  branch expenses exceed 30% 
o f  g ross s a le s ,  t h i s  in d ic a te s  an u n p ro f ita b le  s i tu a t io n  
because e i th e r  s a le s  volume i s  to o  low o r  branch expenses a re  
too  h ig h . G enera lly  th e  seasoned branches opera te  w ith  expenses 
t h a t  a re  below 30% o f  a c tu a l  g ro ss  s a le s .
Budget P rep ara tio n
Annually branch managers submit to  th e  re g io n a l s a le s  
manager in form ation  concerning what th ey  th in k  o p e ra tin g  expenses 
should be to  ach ieve th e  d e s ire d  branch s a le s  volume. The 
re g io n a l s a le s  manager u ses  t h i s  Inform ation  in  s e t t in g  s a le s  
and o p era tin g  expenses f o r  a branch budget. The budget i s  
broken down by accoun ts f o r  a fo u r  week accoun ting  period  and 
a ls o  f o r  each q u a r te r  o f  th e  y e a r . The s a le s  o b je c tiv e  i s  s e t  
on a q u a r te r ly  b a s is  end th e  corresponding expenses neoessary  
to  accom plish th e  s a le s  o b je c tiv e  a re  budgeted. The re g io n a l 
s a le s  manager subm its th e  suggested branch budgets to  th e  
m arketing departm ent a t  C h a rlo tte ,  N orth Carolina* S a les 
a n a ly s ts  In th e  m arketing departm ent a d ju s t  th e  budgeted s a le s  
and expenses based on m arket re se a rc h  and an a n a ly s is  o f  
h i s t o r i c a l  d a ta .  Market tre n d s  a re  evaluated  c lo se ly  In
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p rep a rin g  budgets. Seasonal f lu c tu a t io n s  in  s a le s  volume a re  
a ls o  considered  because th e  company's s a le s  volume g e n e ra lly  
in c re a se s  du rin g  h o lid a y s . An annual budget i s  prepared fo r  
each f i s c a l  y e a r on a re g io n a l and branch b a s is .
The forms used t o  reco rd  th e  branch o p e ra tin g  budgets 
a re  p resen ted  in  F igu re  1 on th e  fo llow ing  th re e  pages.
Space i s  provided f o r  reo c rd ln g  th e  a c tu a l  and th e  budgeted 
s a le s  and expenses a s  w ell a s  any v a r ia n c e s . A ctual c o s ts  a re  
a ls o  computed a s  a percen tage o f  a o tu a l  g ross s a le s .  Eaoh 
branch manager re c e iv e s  a copy o f  h is  o p e ra tin g  budget and 
p e r io d ic a l ly  has conferences w ith  th e  d i s t r i c t  and re g io n a l  
s a le s  managers concerning th e  c o n tro l  o f th e se  expenses.
Branch managers a re  aware o f  th e  s tan d a rd s  under which th ey  
a re  o p e ra tin g .
The budget s e t  fo r  each branch u ses a c o n tro lla b le  
c o s t  approach. Only those  expenses t h a t  a re  c o n tro lla b le  on 
th e  branch le v e l  a re  inoluded In th e  b u d g e t. Branch ad m in is tra tio n  
expenses a re  Included in  th e  budget; however, re g io n a l and home 
o f f ic e  a d m in is tra tio n  expenses a re  n o t a llo c a te d  to  b ranches .
S a les  re g io n a l o f f i c e r s  t r a v e l in g  in  branches pay s t r i c t  
adherence to  reco rd in g  t h e i r  expenses a s  re g io n a l and charge 
none o f th e  expenses t o  th e  b ranches.
Variance A nalysis
At th e  end o f  each fo u r week period  branch v a rian o es  
a re  analyzed . I f  a va riance  i s  s ig n i f ic a n t  in  th e  opinion 
o f  th e  re g io n a l s a le s  manager, th e  re g io n a l accountant o r th e  
b ranch  manager beg in s an In v e s tig a tio n  to  determ ine th e  cau se .
P erio d /Q u arte r Ending: Data
LOCATION
Aocount % to
Number A ctual Budget V ariance Gross S a las
400 GROSS SALES:____________________________________ • __________
SALES DEDUCTIONS:
D iscounts:
‘ >r421 Trade -  D is trib u to :
422 Volume -  D ia tr ib u to r




424 U nsalable (S to res)
in&ise11 — 1111 1
426 O ther R eturns & 
Allowances 
825-A Samples -  Trade
Sub-Total
T o ta l S a les Deductions
SELLING EXPENSE:
502-2 S a la ry  -  ________
511-A Salary/Conm ission -
Salesman
511-B S a la ry  -  S p ec ia l
Salesmen
512-2  Bonus -  T/M
601-2A T ravel Expense -  T/M
&0L-2B T rave l Expense -  s7 §“








A ctual Budget V ariance Gross Salas
DELIVERY EXPENSE: 
607 Wages -  D river
££2
561
Wages -  Mechanic
-3 Overtime -  Mechanic
Labor T ran sfe r  C red its
) l-3  T rav e l Expanse -  
Mochanio________
620-62 R epair & M aintenance
621-62 P a r ts  & S upp lies
631 Gas. O il & Grease
d>Al T ire s  & Tubes
678 V ehicles -  Lease
697 Insurance -  V ehicle
716 L icenses -  V ehicle
720-3 V ehicle -  D eprecia tion
Sub-Total
ADMINISTRATIVE EXPENSE: 
502-A S a la ry  -  Management
505 S a la ry  -  C le r ic a l




I d L .  Overtime Excess
jQO E nterta inm ent Expense
601-Z. T rave l Expense
602-6 M eeting Expense
60A-6 Dues & Memberships
_  C on tribu tions
^12-6 Employee Procurement -  
Moving -  M edical 
617 J&nplnyww R e la tio n s
629-6 P o s t . / s t a t .  & O ffice  
Supp lies 
650 Telephone & T elegraph
66A Bank Serv ice  Charges
^ 60-6 O ther S e rv ices  &
M isc. Admin, Expense 
67^ Machinery & Equipment -
Rent/Lease
695 Insurance -  Group
696 Insurance  -  W.Camp.
698 Insurance  -  O ther
£99 Non-Reimb. C asualty  
Loss
711 Taxes -  F ranch ise  & 





Aotual Budget Variance Gross Salca
712
ADMINISTRATIVE EXPENSE: 
Taxes -  R eal & P ersona l 
P roperty
714 Taxes -  S a les  & Use
71? Taxes -  P r iv ile g e
717 Taxes -  FIGA
718 Taxes -  Unemployment
73<M D eprecia tion  -  Eauirmant
732 Bad Debts
7A0 Public  R e la tio n s  Expense
Sub-Total
WAREHOUSING EXPENSE:




626-6 R epair & M aint.
B u ild . & Eouip.
628 "General S upp lies
655-5 U t i l i t i e s
677 B uild ing  -  R ent/Lease




821 Consumer -  D eals &
Promotions
825-B Promotion -  Samnles
826 Dem onstration Expense
631
832 Trade D eals -  S p e c ia l
835-8 Racks
836-8
837-8 Trade Promotion -
In  S to re  M a te ria ls
838 Trade Promotion -  id v e r .
853 S a les  Promotion -  TV
85A S ales  Promotion -  Nevso.





I f  an a c tu a l  expense d e v ia te s  from standard  in  a m a te r ia l  
amount, th e  standard  and a o tu a l  percen tages o f s a le s  are  
eva lua ted  t o  detexmine i f  a tre n d  oan be d e te c te d . Management 
u ses  th e  infoxm atlon gained from variance  a n a ly s is  in  r e v is in g  
s tan d a rd s  f o r  th e  nex t budget y e a r .
Summary and Conclusions
The s tan d ard s e s ta b lish e d  by J a c k 's  Cookie C orporation 
have suoceeded in  In c re a s in g  production and d is t r ib u t io n  
e f f ic ie n c y . As a r e s u l t  o f  d is t r ib u t io n  c o s t a n a ly s is ,  
management found th a t  a d v e r t is in g  expend itu res could be reduced 
by a m a te r ia l  amount and th e  Company could continue growing 
a t  th e  same r a t e .  The Company has been employing th e  same 
a d v e r t is in g  tech n iq u es in  a l l  m arket t e r r i t o r i e s .  Ae a r e s u l t  
o f  d is t r ib u t io n  c o s t a n a ly s is ,  management now i s  In v e s tig a tin g  
th e  p o ss ib le  e f f e o ts  o f  geograph ica l In fluence  on th e  r e s u l t s  
ob tained  from s a le s  prom otion, Management may decide to  vary  
th e  a d v e r tis in g  methods to  meet a s p e c if ic  m arketing a r e a 's  
chaw  c t e r i s t  i c s .
The d is t in c t io n  made in  th e  s a le s  b ranch  budget between 
c o n tro lla b le  and n o n co n tro llab le  c o s t i s  u se fu l in  a ss ig n in g  
r e s p o n s ib i l i ty  fo r  co s t c o n tro l .  T h is d is t in c t io n  a llow s 
fo r  eaoh o rg a n iz a tio n a l u n i t  o f  r e s p o n s ib i l i ty  to  be budgeted 
on i t s  c o n tro lla b le  c o s ts .  Standard c o s t v a rian ces oan be 
r e la te d  more c lo s e ly  t o  th e  cause o f  th e  v ariance  and 
a t te n t io n  can be fooused on c o n tro lla b le  c o s t v a r ia t io n s .  
Management f e e l s  th a t  th e  purpose o f  th e  o o n tro lla b le  and
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n o n eo n tro llab le  seg reg a tio n  i s  to  emphasize those  expense 
item s over which th e  branch managers have c o n tro l.
The v iew point o f  t h i s  management i s  th a t  th e  
p re fe rre d  method o f  d is p o s itio n  o f v a rian ces  f o r  t h e i r  
o p e ra tio n s i s  to  charge or c re d i t  them to  th e  income 
sta tem en t. Management does n o t f e e l  th a t  goods m anufactured 
in  one period  should be in v en to ried  a t  d i f f e r e n t  o o sts  from 
those  m anufactured in  o th e r  pe riods a s  long  a s  th e  un d erly in g  
o p e ra tin g  c o n d itio n s  remain unchanged. T here fo re , a l l  
v a ria n ce s  a re  taken  to  th e  income sta tem ent a s  charges o r 
c r e d i ts  to  th e  g ro ss  margin o f th e  period  in  which th ey  
occur. Management ta k e s  th e  p o s it io n  th a t  sinoe i t s  s tan d ard s 
a re  c a re fu l ly  determ ined and re v ise d  when n ecessa ry , th e  
v a rian ce  accounts r e f l e c t  lo s s e s  and gains due to  f a c to r s  
r e la te d  to  e f f ic ie n c y . Another reason f o r  t h i s  p o s itio n  i s  
t h a t  g e n e ra lly  th e  n e t v a ria n ce s  a re  in s ig n if ic a n t  and do 
n o t m a te r ia l ly  a f f e c t  th e  rep o rted  Income o f  a p e rio d .
CHAPTER V III 
CASE STUDY, XYZ COFFEE COMPANY
T his ch ap te r d isc u sse s  th e  d is t r ib u t io n  c o s t c o n tro l 
program o f th e  XYZ Coffee Ccmpany, A lexandria, L ouisiana
T his study was undertaken w ith  th e  o b je c tiv e  o f  determ in ing  
how su c c e ss fu lly  a sm all company can use s tan d ard s  f o r  
d is t r ib u t io n  o o s ts  s in ce  standard  c o s t methods have g e n e ra lly  
been a sso c ia ted  w ith  complex procedures and considered s u i ta b le  
only  fo r  la rg e  f irm s . T his case p re se n ts  a philoaphy o f 
standard  d is t r ib u t io n  c o s ts  in  th e  language o f  sm all 
b u siness and th e  d e sc r ip tio n  o f  a standard  cost procedure 
adap tab le  t o  sm all b u s in e sse s .
Background
The Company o r ig in a te d  in  1919 a s  a very  sm all o p era tio n  
and sin ce  t h a t  tim e has experienced a s tead y  growth. The home 
o f f ic e  and m anufacturing  p la n t a re  lo c a te d  a t  A lexandria ,
L o u is ian a , and th e  Ccmpany h as  fo u r  s a le s  and se rv ice  c e n te rs  
lo c a te d  in  th e  s ta te  o f  L ou isiana . Eaoh s a le s  and se rv ice  
c e n te r  has a d iv is io n  manager. There a re  two warehouses in  
eaoh d iv is io n , a co ffee  p roducts  and a premium products warehouse.
Company name and lo c a tio n  have been changed. The 
m a jo r ity  o f th e  in form ation  in  t h i s  ch ap te r was ob ta ined  d u rin g  
a v i s i t  to  th e  home o f f ic e  and m anufacturing p la n t on Ju ly  14 , 1965.
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The f in is h e d  product I s  shipped from th e  production  p la n t to  
th e  v a rio u s  s a le s  o ff ic e s*  The Company employs approxim ately  
90 people In  i t s  production  and d is t r ib u t io n  p ro cesses .
Green co ffee  i s  imported by th e  XYZ Coffee Company 
from ooffee  p la n ta t io n s  in  e ig h t L a tin  American coun tries*
The bu lk  o f  th e  Company's green c o ffe e  ocmes from B raz il*
Green co ffee  i s  shipped in  bags, eaoh weighing 132 pounds*
The XYZ Coffee Company m anufactures approxim ately  d i f f e r e n t  
mixes and b lends o f c o ffe e . These d i f f e r e n t  b lends re q u ire  
green oo ffee  o f v a rio u s  ty p e s . The green ooffee  i s  s to re d  in  
th e  company's warehouses b e fo re  processing*
The green co ffee  i s  f i r s t  rou ted  through a c lean in g  
p rocess t o  remove any fo re ig n  m a tte r . Once th e  green c o ffe e s  
a re  mixed, the  ba tch  goes to  the  ro a s tin g  machines* The 
ro a s te r s  a re  a u to m a tica lly  operated  by e le c tro n ic  c o n tro ls  and 
reco rd in g  dev ices  to  a ssu re  th e  c o rre c t  degree o f ro as tin g *
The ba tch es a r s  then  moved in to  th e  whole bean ooffee  s to rag e  
b in s  where th ey  s ta y  fo r  a sh o rt tim e u n t i l  thorough ly  oooled* 
A fter th e  coo ling  period  i s  ended, th e  ro as ted  co ffee  flows 
in to  a b a t te ry  o f  gump g ra n u llz e rs  which a re  capable o f  producing 
a l l  g rin d s  from re g u la r  t o  fine*
Coffee i s  then  ready  to  be packaged* The packaging 
machine f i r s t  farm s an a i r t i g h t  in n e r  l i n e r  which keeps th e  
ground coffee  f r e s h .  The o u te r  wrapper o f  th e  bag i s  formed 
nex t frcm a la rg e  r o l l  o f  p ap er. T h is o u te r  bag c a r r ie s  th e  
brand name and o th e r  necessa ry  in fo rm a tio n , suoh a s  th e  p a r t ic u la r  
b len d , r o a s t ,  g r in d , w eight, and coupons. The packaging machines
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produces 63 one-pound packages o f co ffee  per minute* An e la b o ra te  
s e r ie s  o f t e s t s  i s  ap p lied  t o  th e  co ffee  a t  d i f f e r e n t  s ta g es  
o f p roduction .
Cost Accounting System _
There i s  a shrinkage in  co ffee  du ring  th e  ro a s t in g  
p ro ce ss . The a c tu a l  u n i t  co s t o f th e  processed co ffee  i s  
in c reased  because o f  t h i s  shrinkage in  ro a s t in g . The a c tu a l  
prooess co s t i s  charged to  each d iv is io n  and no s tan d ard s 
a re  used in  co s tin g  th ese  co ffee  p ro d u c ts . A ctual c o s t p e r 
pound of f in ish e d  product w i l l  v a ry  between p e rio d s ; t h i s  
v a r ia t io n  i s  g e n e ra lly  a t t r ib u ta b le  to  th e  change in  co st 
o f  im ported green c o ffe e . T his a f f e c t s  th e  d iv is io n 's  g ro ss  p r o f i t  
because th e  s e l l in g  p r ic e  of th e  co ffee  u su a lly  does no t change 
d i r e c t l y  w ith  th e  c o s t o f  p ro cess in g . Because o f  t h i s ,  th e  
s a le s  d iv is io n s ' perform ances are  judged on th e  b a s is  o f s e l l in g  
and d e liv e ry  eaq>ense.
N early  a l l  accounting  fu n c tio n s  a re  performed a t  th e  
home o f f ic e  and very  l i t t l e  f in a n c ia l  in form ation  i s  given to  
th e  d iv is io n  m anagers. However, th e  d iv is io n  managers a re  
given th e  weekly s a le s  volume o f  co ffee  so ld  in  t h e i r  d iv is io n *
E stab lishm ent o f  S tandards
The company o p era tes  on a f i s c a l  y e a r ending on June 30*
The XYZ Coffee Company does no t use an in te g ra te d  standard  co st
system . S tandards a re  e s ta b lis h e d  fo r  c e r ta in  d is t r ib u t io n
expenses based on h i s to r i c a l  d a ta  w ith  n ecessa ry  ad justm ents 
made when management a n t ic ip a te s  changes in  environm ental
c o n d itio n s . The s tandards a g a in s t -which th e  d is t r ib u t io n  c o s ts  
a re  measured in  th e  XXZ Coffee Company a re  expressed  in  c o s t 
p e r pound o f  co ffee  so ld . S tandards cannot be exac t f o r  a l l  
d iv is io n s .  D iffe ren ces  in  geograph ica l co n d itio n s o f  th e  
d iv is io n s  cause th e  s tandards fo r  d is t r ib u t io n  co s t t o  be 
scmewhat d i f f e r e n t  fo r  each d iv is io n .  For example* in  one 
o f th e  fo u r d iv is io n s  th e  m arket t e r r i t o r y  covers a wide 
geographical a re a .  Since each d e liv e ry  tru c k  in  t h i s  d iv is io n  
i s  re q u ire d  to  t r a v e l  a f u r th e r  d is ta n c e  than tru o k s  in  th e  
o th e r  th re e  d iv is io n s*  au to  and tru c k  expense i s  h ig h e r  fo r  
t h i s  d iv is io n . Each d iv is io n 's  performance i s  compared w ith  
in d iv id u a l d iv is io n  s tan d ard s e s ta b lis h e d .
A ll a d v e r tis in g  a c t iv i t y  i s  under one a d v e r t is in g  
manager who p lans th e  e n t i r e  company's s a le s  promotion program.
An a d v e r t is in g  budget i s  e s ta b lis h e d  a f t e r  th e  d e s ire d  s a le s  
volume fo r  th e  n ex t f i s c a l  y ea r i s  e s ta b l is h e d . T his s a le s  
volume o b je c tiv e  i s  expressed  both  in  number o f  co ffee  pounds 
and in  a d o l la r  amount. The allow ance e s ta b lis h e d  f o r  a d v e r t is in g  
i s  fo u r  cen ts  p e r pound o f  co ffee  t o  be so ld  w ith in  each d iv is io n . 
The a d v e r t is in g  manager works w ith  th e  d iv is io n  managers in  
de term in ing  how th e  t o t a l  a d v e r t is in g  budget i s  t o  be a llo c a te d  
between th e  d i f f e r e n t  a d v e r t is in g  m edia. Some d iv is io n  managers 
f e e l  th a t  th e y  re c e iv e  a b e t t e r  coverage from c e r ta in  media 
in  t h e i r  own t e r r i t o r y .  Since th e  a d v e r t is in g  manager c a re fu l ly  
watches th e  a d v e r tis in g  expense th rough  th e  year* i t  i s  very  
unusual t o  have an unfavorab le  d e v ia tio n . There i s  a ls o  u su a lly  
very  l i t t l e  va riance  between d iv is io n s .
164
T his allowance o f fo u r cen ts  p e r  pound o f co ffee  to  be 
so ld  a p p lie s  only to  e s ta b lish e d  t e r r i t o r i e s ,  When th e  Company 
e n te rs  in to  a t e r r i t o r y  in  which i t  has never marketed p roducts, 
th e  allotm nce i s  rev ised  and i s  u su a lly  a h ig h er r a te  pe r pound 
o f  co ffee  t o  be so ld . I f  co n d itio n s change and management f e e l s  
t h a t  p ro f i ta b le  a d v e r t is in g  above th e  allowanoe can be employed, 
more s a le s  promotion i s  used . The budget can e a s i ly  be changed 
to  adapt to  th e  m arketing s i tu a t io n s .  The a d v e r tis in g  budget 
i s  subdivided by d i f f e r e n t  communication media. The a d v e r tis in g  
manager knows how much o f  th e  t o t a l  i s  spen t fo r  each type o f 
media in  th e  d iv is io n s .
Coffee bags c a rry  coupons th a t  can be redeemed in  
premium m erchandise. A ll expenses r e l a t in g  to  th e  premium 
merchandise a re  charged to  one company departm ent. Then th e  
c o s t i s  charged back to  each s a le s  d iv is io n  as a s e l l in g  and 
d e liv e ry  expense. The company fo llow s t h i s  prooedure because 
th e y  f e e l  th e  premium coupons a re  an a d v e r t is in g  m edia. Each 
d iv is io n  reo e iv es  a share  o f  th e  premium departm ent expense 
based on th e  r a t i o  o f th e  coupons Issued  In  th a t  d iv is io n  to  
th e  t o t a l  coupons issued  in  th e  company. A standard  i s  e s ta b lish e d  
f o r  th e  premium departm ent d is t r ib u t io n  expense. T h is standard  
i s  two c en ts  f o r  each ooupon redeemed. The s e l l in g  p r ic e  o f  th e  
premium merchandise i s  determ ined by adding th e  cost o f  th e  
produot and th e  standard  d is t r ib u t io n  c o s t fo r  th e  req u ired  
number o f  coupons.
V ariance A nalysis
Every q u a r te r  an o p e ra tin g  expense statem ent i s  prepared
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f o r  each d iv is io n *  A co nso lida ted  sta tem ent i s  a ls o  prepared 
q u a r te r ly  fo r  a l l  d iv is io n s*  T h is o p e ra tin g  expense sta tem ent 
shows th e  s a le s  and co st o f  s a le s  fo r  th e  d iv is io n s  le a v in g  th e  
g ross p r o f i t  a g a in s t which i s  ap p lied  the  s e l l in g  and d e liv e ry  
and th e  g en era l and a d m in is tra tio n  expense fo r  the  d iv is io n .  
These sta tem ents a re  compared w ith  th e  corresponding  d a ta  fo r  
th e  same q u a rte r  o f  th e  p rev ious y e a r . There i s  no o p e ra tin g  . 
expense sta tem ent prepared In th e  fo u r th  q u a r te r  because 
independent a u d ito rs  p repare  a sta tem en t f o r  th e  e n t i r e  f i s c a l  
year* Since se v e ra l o f  th e  d is t r ib u t io n  expenses a re  r e la te d ,  
a c tu a l  co s t p e r  pound o f  co ffee  so ld  i s  no t computed f o r  a l l  
d is t r ib u t io n  expenses* For In s ta n c e , compensation, re tire m e n t 
expense, s o c ia l  s e c u r i ty  expense and group Insurance a re  combined 
to  compute a c o s t pe r co ffee  pound so ld . D e p re d a tio n  o f au to s  
and t ru c k s , garage overhead, and au to  and tru c k  expense a re  
a ls o  re la te d  and an allow ance i s  e s ta b lish e d  fo r  th e se  combined 
expenses* However, i f  t h i s  a c tu a l  combined co s t pe r pound 
d e v ia te s  s ig n i f ic a n t ly  from th e  allow ance e s ta b l is h e d , th e  
allowance and th e  a c tu a l  co st per expense item  i s  compared 
to  determ ine th e  t o t a l  va riance  f o r  eaoh expense item .
A ll s a le s  d iv is io n s  have th e  same d is t r ib u t io n  
accounts and th e  same ty p es o f  c o s ts  a re  charged to  each 
acoount In o rder to  f a c i l i t a t e  comparison between d iv is io n s .
Most o f  th e  a n a ly s is  o f a c tu a l  and standard  c o s t i s  performed 
a t  th e  home o ffice *  However, s in ce  th e  c o s ts  a re  broken down 
by t e r r i t o r i e s ,  th e  cause o f th e  v a rian ce  can be tra c e d  t o  th e  
person re s p o n s ib le .
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Summary and Conclusions
At p re se n t, th e  management o f  th e  XYZ Coffee Company 
does n o t f e e l  t h a t  an in te g ra te d  standard  co s t system  could 
be p ro f i ta b ly  i n s t a l l e d  in  t h e i r  Company, e i th e r  f o r  p roduction  
o r f o r  d i s t r i t u t l c n .  The Company i s  sm all and management i s  
in  c lo se  co n tac t w ith  operations*  T h is management f e e l s  th a t  
th e  f i r s t  s te p  in  th e  use o f  s tandard  c o s ts  f o r  sm all bu sin esses 
i s  t o  tak e  a p r a c t ic a l  simple s te p ;  in  t h i s  beginn ing  s ta g e , 
standards a re  e s ta b lis h e d  a t  th e  b e s t  e s tim a te  o r  measure which 
i s  p ra c tic a l*  T h is management p lan s to  grow s te p  by s te p  
from t h i s  ve ry  sim ple beginning* An in fo rm al system i s  used 
vhereby standards a re  used to  measure performance and management 
f e e l s  t h i s  m odified approach i s  accom plishing approxim ately  
th e  same e n d -re su its  a s  a h ig h ly  so p h is tic a te d  standard  c o s t 
system  would f o r  t h i s  sm all business*
CHAPTER IX
CASE STUDY, DATA PROCESSING DIVISION,
LOUISIANA NATIONAL BANE
T his c h ap te r  I s  a case study  o f  th e  use o f s tan d ard s
to  c o n tro l d is t r ib u t io n  c o s ts  in  th e  Data P rocessing  D iv is io n ,
1
L ouisiana N a tio n a l Bank. Included  in  t h i s  study  i s  a d e sc r ip tio n  
o f  se le c te d  f a c to r s  used by th e  Company and an a n a ly s is  o f  t h e i r  
va lue  in  im proving perform ance.
Background
The L ouisiana N a tio n a l Bank was founded in  1910. In  
I960 a change in  th e  p o lic y  under which th e  Bank had been 
o p e ra tin g  was made when new personnel was brought in  to  manage 
o p e ra tio n s . The B ank 's management p o lic y  was t o  provide th e  
b e s t se rv ice  to  as many people a s  p o ss ib le  a t  a p r o f i t .  The 
o b jeo tiv a  was to  o rgan ize  and o p e ra te  a l l  d iv is io n s  o f  th e  
Bank a s  a p ro fit-m ald p g  e n te rp r is e .  At t h i s  tim e th e  Bank 
had 67 m illio n  d o l la r s  in  t o t a l  a s s e t s .  In  th e  f iv e  y e a r 
pe riod  from i 960 to  1965,  th e  t o t a l  a s s e ts  o f  Louisiana 
N a tio n a l Bank have grown to  106 m ill io n  d o l la r s .
Follow ing t h i s  management o b je c tiv e , th e  Data P rocessing  
D iv ision  was founded in  February , 1962. In  May, 1963, one
^Most o f  th e  in form ation  in  t h i s  c h ap te r was ob tained  
th rough  a v i s i t  t o  th e  Data P rocessing  D iv is io n , L ouisiana N ationa l 
Bank in  Baton Rouge, L ou isiana , on J u ly  15, 1965*
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e le c tro n ic  d a ta  computer was i n s t a l l e d .  At t h i s  tim e management 
o f  th e  Bank d id  n o t b e liev e  th e  b a n k 's  volume would be s u f f ic ie n t  
t o  p ro f i ta b ly  employ th e  use  o f  an In te rn a tio n a l  B usiness Machine^ 
1401 computer. They decided to  expand and provide d a ta  p rocess ing  
se rv ic e  t o  c l i e n t s .
The Bata P rocessing  B iv is io n  o p e ra tes  under th e  p o lic y  
o f  c o n s is te n t p r ic e s  fo r  a l l  c l i e n t s  and no concession i s  given 
t o  firm s th a t  have bank accounts in  th e  L ouisiana N a tio n a l 
Bank. The d iv is io n  has experienced  p ro f i ta b le  o p e ra tio n s  and 
ha8 grown in  o a p ac ity . At p re sen t th e  d iv is io n  has two IBM 
1401 computers and have two IBM 360 computers on o rd e r .
Autocoder i s  th e  computer language most f re q u e n tly  used ; 
a l l  computer equipment used in  t h i s  d iv is io n  i s  m anufactured 
and serv iced  by IBM.
Organization
The d iv is io n  i s  headed by a Bata P rocessing  Manager 
who re p o r ts  to  th e  C ash ier o f  th e  Bank. The P re s id e n t o f th e  
Bank h as d i r e c t  l i n e  a u th o r i ty  over th e  C ash ier o f th e  Bank.
The Bata P rocessing  B iv is io n  has th re e  departm ents, O perations, 
S a le s , and Programming, employing a t o t a l  o f 25 peop le . The 
O perations Manager has l in e  a u th o r i ty  over th e  machine o p e ra to rs  
and key punch o p e ra to rs . The S a les R ep resen ta tiv e  has th e  
r e s p o n s ib i l i ty  o f  c o n ta c tin g  c l i e n t s  and s e l l in g  th e  d iv is io n 's  
s e rv ic e ; he a ls o  perform s p re lim in a ry  systems stu d y . The
% e re a f te r  t h i s  company w il l  be r e fe r re d  to  a s  IBM,
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Programming Manager has a u th o r ity  over th e  people re sp o n sib le  
f o r  design ing  system s and w ritin g  program s.
A ccm m ittee-type management i s  u sed , composed o f  th e  
Data P rocessing  Manager, O perations Manager, S a les R ep resen ta tiv e , 
and Programming Manager. This group forms th e  Data P rocessing  
In te rn a l  P o licy  Making Committee and i s  concerned w ith  such 
m a tte rs  a s  th e  s e le c tio n  of th e  computer language to  be used , 
d a i ly  o p e ra tin g  p rocedures, and s tan d ard s  o f  perform ance. The 
Data P rocessing  Manager, Bank C ash ie r, and Bank P re s id en t form 
th e  Data P rocessing  P o licy  Management Committee. T his committee 
s e t s  b asic  d a ta  p ro cess in g  p o l ic ie s  and o b je c tiv e s  fo r  th e  bank. 
T h is committee would be requ ired  to  approve th e  purchase o f a 
new computer.
Standard Cost System
E stab lishm ent and R evision  of~Standards
The Data P ro cessin g  D iv ision  has a very  unique system
employing th e  use o f  s tan d a rd s . A schedule o f standard  r a te s
3
i s  shown in  F igure  .2 on th e  fo llow ing  page. A standard  r a t e  
i s  s e t  fo r  each o p e ra tio n , fo r  exam ple, key punch, c le r ic a l  
and computer. Both an opera to r and machine standard  r a te  i s  
e s ta b l is h e d . These two standards a re  added to  a r r iv e  a t  th e  
standard  c o s t p e r  m inute. The s tan d ard s  f o r  each c la s s  o f 
o p e ra to rs  a re  based on an average expected cost p e r m inute
^Thia schedule was obtained d u rin g  a v i s i t  w ith  John 
Lawrenoe, Data P ro cessin g  Manager on Ju ly  15, 19&5*
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SCl'EDULE OF STANDARD COST AND PRICES
IIAGH. OPER.1 MACH.2 COST/MU'! CHARGE PER HOURS CHARGE3 
NO. /ION Mach. Oper. Total
Keypunch 0240 00.0334 OO.0105 OO.044 $0,083 £5.00
Keypunch 0260 .0334 .0105 .044 .083 5.00
V erify 0560 .0334 .0059 .039 .083 5.00
Sorter 08 40 .0454 .0276 .073 .103 $4.00 02.50 6.50
C ollator 0830 .0454 .0335 •O84 .125 5.00 2.50 7.50
C ler ica l 1000 .0391 .039 .046 2.75
Encoder 1203 .0297 .0167 .046 .049 2.95
Computer 1401 .0454 .5333 .579 .334 50.00
Sortor 1412 .0454 .2203 .266 .289 17.35
Burster 2000 .0391 .039 .046 2.75
Carbon
Separator 3000 .0391 .039 .046 2.75
Recordak 4000 .0391 .039 .046 2.75
Programming 5000 .0625 .063 .167 10.00
Reproducer 5190 .0454 .0138 .059 .100 3.50 2.50 6.00
Interpreter 5570 .0334 .0206 .054 .092 3.00 2.50 5.50
lli  s c . 9000 0.0391 .039 .046 2.75
Tape tape 0.0564 0.056 0.067 4.00
■^(OPERATOR) Baso and Fringe
(^MACHINE) llonthly Co3t and 10$ Overhead
(O rig in ally , Monthly Cost and Tax and 10$ Overhead)
% ourly Cost based on 176 hours/ month and a l l  co sts  
are based on Prime S h ift
P1GUHE 2
STANDARD COST AND PRICES OF DATA PROCESSING DIVISION,
LOUISIANA NATIONAL BANK
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determ ined by u sin g  h i s to r i c a l  d a ta .  Both a base s a la ry  and a 
22% f r in g e  b e n e f i t  oost i s  used to  compute th e  s ta n d a rd . A 
guaranteed bonus i s  included  in  th e  b a se . A standard  i s  e s ta b lish e d  
fo r  a l l  d iv is io n  employees except management.
The machine standard  r a te  i s  computed by u s in g  h i s to r i c a l  
d a ta  t o  determ ine th e  average monthly c o s t and overhead c o s t .
The Company has found by a c tu a l  experience th a t  a 10 p e r oent 
r a t e  ls~ th e  b e s t e s tim a te  to  in c lu d e  f o r  such c o s ts  as  a i r  
c o n d itio n in g  and h e a tin g . On Ju ly  1 , 1965* th e  fe d e ra l  excise  
ta x  on c a lc u la to rs  and s o r te r s  uas e lim in a te d ; th e  Company has 
never pa id  an ex c ise  t a x  on t h e i r  system s. P r io r  t o  Ju ly  1 , 1965, 
t h i s  fe d e ra l  exciBe ta x  vas included  in  determ in ing  th e  standard  
machine r a t e .  Even though th e  L ouisiana N ationa l Bank can 
deduct f e d e ra l  exolse ta x e s  paid  fo r  income t a x  purposes, th e  
management o f th e  d iv is io n  f e l t  th e  exo lse  ta x  should be 
Included in  th e  standard  because t h i s  ta x  was a d i r e c t  expense 
to  th e  se rv ic e  bureau .
The d iv is io n  has a p r ic in g  p o lic y  th a t  i s  c o n s is te n t 
fo r  a l l  c l i e n t s .  The charge p e r m inute i s  p a r t i a l l y  determ ined 
by re fe ren c e  t o  com petito rs1 p r ic e s  and by u s in g  th e  d iv is io n 1 s 
o b jec tiv e  t o  p r ic e  a t  average co s t p lu s  25%* Even though th e  
d iv is io n  works two s h i f t s  each working day , a l l  hou rly  c o s ts  a re  
based on prime s h i f t  work. Eaoh average month equals 176 hours 
o r e ig h t hours each 22 average m onthly working days.
In  o rd er to  p ro te c t them selves in  Baton Rouge, L ou isiana ,
where s t r ik e s  a re  p re v a le n t, a minimum charge f o r  each jo b  i s  
e s ta b lis h e d . The minimum charge i s  based on tim e study  d a ta
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observ ing  th e  tim e n ecessa ry  t o  s e t  up a machine t o  run one 
document; fo r  example, th e  tim e req u ire d  t o  run on ly  one 
p a y ro ll  check. Thus, i f  th e  la b o r  fo rce  o f  one o f th e  d iv is io n 's  
c l i e n t s  i s  on a s t r ik e  and th e  c l i e n t  w i l l  no t re q u ire  a p rep ara tio n  
o f  p a y ro ll  checks, th e  c l i e n t  w i l l  be b i l l e d  fo r  a charge
f o r  t h i s  job .
Less d e t a i l  i s  given to  determ in ing  time standards 
because th e  average tu rn o v er o f  se rv ic e  jo b s i s  18 months and 
th e  jo b s re q u ire  many d i f f e r e n t  o p e ra tin g  procedures. These 
standards a r e  based on th e  experience o f th e  management group.
The Data P rocessing  I n te rn a l  P o licy  Making Committee review s 
each opera tion  in  a job to  h e lp  determ ine how muoh tim e should 
be req u ire d  to  p repare  and run th e  jo b .
The end o f  each working day th e  Data P rocessing  In te r n a l  
P o licy  Making Committee m eets t o  a n t ic ip a te  th e  time req u ire d  to  
perform  th e  nex t d a y 's  o p e ra tio n s . Sach programmer is 'r e q u ir e d  
to  re p o r t  how much t e s t  tim e he needs fo r  th e  fo llow ing  day.
The d a i l y  schedules a ls o  r e p o r t  what equipment i s  needed fo r  . -
each o p e ra tio n s . Some allow ances fo r  breakdowns and d i f f i c u l t i e s  
a re  added to  th e  standard  tim e in  determ in ing  th e  sohedu le. The 
management committee has t r i e d  to  schedule o p e ra tio n s  on a 
monthly b a s is ,  bu t found t h i s  was no t f e a s ib le  because o f  in h e re n t 
fe a tu re s  in  t h e i r  f lu c tu a t in g  o p e ra tio n s .
Management r e v is e s  o p e ra to r stan d ard s every  th re e  months 
because o f  th e  tu rn o v e r o f t h i s  group. They have found t h i s  
s tandard  r a te  v a r ie s  s ig n i f ic a n t ly  from period  to  p e rio d  because 
o f  th e  d if fe re n c e s  in  base s a la r ie s *  An o p e ra to r w ith  th re e  o r
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fo u r  y ears  experience  w ith  th e  Company w i l l  g e n e ra lly  have go tten  
s a la ry  in c re a se s  and w il l  have a h ig h e r  b a se . I f  th e re  a re  many 
new o p e ra to rs , th e  s tandards w i l l  be lower because o f  th e  
beg inn ing  s a l a r i e s .  S tandards fo r  machines do not re q u ire  as 
much re v is io n  because a f t e r  a c o n tra c t i s  signed , r e n ta ls  
do no t deorease o r  in c re a s e .
Budget P rep ara tio n
Bach departm ent o f th e  Louisiana .N ational Bank subm its 
annual budgets broken down on a monthly b a s is  t o  th e  accounting 
departm ent. A fte r  a r r iv in g  a t  d i f f e r e n t  le v e ls  o f  d e s ired  s a le s  
volumes, th e  Data P rocessing  Manager must e stim ate  th e  expenses 
n ecessa ry  t o  accom plish th ese  s a le s .  A f le x ib le  budget i s  
e s ta b lis h e d  f o r  d i f f e r e n t  le v e ls  o f c a p a c ity , income sta tem ents 
a re  prepared  f a r  th e  d iv is io n  showing a comparison o f  a c tu a l  and 
budgeted f ig u re s .
V ariance A nalysis
A ll employees in  t h i s  d iv is io n  excep t th e  management 
personnel f i l l  out tim e c a rd s . The time ca rd s provide space fo r  
reco rd in g  the  c l i e n t  number, job  number, machine number u sed , 
o p e ra tio n s  perform ed, o p e ra to r  number, and tim e employed. A 
weekly d e ta i le d  re p o r t  o f th e se  tim e card s i s  p repared .
At th e  end o f  each month a summary o f  th e  tim e cards i s  
p rep a red . As th e  d iv is io n s  perform  more th an  one jo b  fo r  some 
c l i e n t s ,  a two page re p o r t  i s  p repared  f o r  each jo b . For example, 
a two page re p o r t  would be prepared fo r  L ouisiana N a tio n a l Bank 
demand d e p o s its  and o th e r  jo b s performed f o r  th e  Bank. T his
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summary i s  very  h e lp fu l  fo r  management d ec is io n  making.
I t  shows the  standard  c o s t o f perform ing th e  operations*  th e  
c o s t absorbed by d a ta  p rocessing  f o r  c o rre c tio n s , th e  a c tu a l  
tim e used to  complete th e  job  and th e  t o t a l  job  charge. A 
comparison o f th e  t o t a l  job  co s t w ith  th e  t o t a l  job  charge 
enab les management to  determ ine i f  th e  s p e c if ic  job  i s  p ro f i ta b le  
o r  u n p ro f ita b le ,
A tim e re p o r t  i s  prepared m onthly and reviewed by th e  
Data P rocessing  I n te rn a l  Po lioy  Making Committee. T h is re p o r t  
shows a c tu a l  job  tim e broken down in to  re g u la r  tim e , t e s t  tim e , 
and re ru n  time o r a d d it io n a l  tim e caused by th e  presence o f 
e r r o r s .  Because th e  computer o p e ra to rs  a re  experienced and 
tr a in e d  in  programming, they  can determ ine th e  cause o f th e  
re ru n , whether o p e ra tio n s , key punch, o r programming c o rre c tio n s .
The tim e re p o r t  f a c i l i t a t e s  th e  employment o f so p h is tic a te d  
procedures. I f  t o t a l  a c tu a l  tim e exceeds th e  tim e management 
expected th e  job  to  ta k e , th e  computer program can be analysed 
to  determ ine i f  th e  tim e can be decreased by changing th e  
sequence. For example, th e  program may be s o r t in g  a t  a p o in t 
in  th e  program th a t  i s  tim e consuming and oan be changed.
V ariance a n a ly s is  i s  a ls o  conducted in  a monthly conference 
w ith  th e  Data P rocessing  D iv ision  Manager and th e  Bank C ash ier.
Summary and Conclusions
Although th e  Data P rocessing  D iv ision  i s  a young 
o rg a n iz a tio n , i t  has a w a ll developed program f o r  c o n tro ll in g
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c o s ts  and i t s  young and e n te rp r is in g  management have p lans 
fo r  a d d it io n a l  methods o f  oost c o n tro l and a n a ly s is .  A 
m a jo rity  o f th e  employees in  th e  d iv is io n  have had p r io r  
experience in  t h i s  a re a  and have been ab le  to  c o n tr ib u te  
s ig n i f ic a n t ly  to  th e  d iv is io n 's  p ro g ress . Very few d a ta  
p rocessing  d iv is io n s  have t h e i r  expenses broken down in to  
a s  g re a t a d e t a i l  as  th e  Data P rocessing  D iv ision  o f th e  
L ouisiana N a tio n a l Bank. T his se rv ic e  bureau has experienced 
an in c re a s in g  p r o f i t  each y ear o f i t s  o p e ra tio n s  and a b ig  
growth i s  a n t ic ip a te d .  A ll in d ic a t io n s  a re  th a t  t h i s  da ta  
p ro cess in g  d iv is io n  w i l l  continue o p e ra tin g  more e f f i c i e n t ly  
and th u s , more p r o f i ta b ly .
CHAPTER X
CASE STUDY, THOMAS J .  MORAN AND SONS, INCORPORATED
The r e s u l t s  o f a case study o f  Thomas J ,  Moran and Sons, 
Incorporated,"^ Baton Rouge, L ouisiana a re  p resen ted  in  t h i s  
c h a p te r . T h is  s tudy  was undertaken w ith  th e  o b jeo tiv e  o f 
determ ining  what f a c to r s  'were used to  e s ta b l is h  s tan d ard s f o r  
th e  d is t r ib u t io n  c o s ts  o f  a p r in tin g  concern .
O rganization
All p r in t in g  s e rv ic e s  a re  performed by Moran Inco rpora ted  
in  Baton Rouge, Louisiana* The Company has s a le s  o f f ic e s  in  
New O rleans and Baton Rouge, L ou isiana. The Chairman o f th e  
Board i s  lo ca ted  a t  New O rleans w hile a l l  o th e r  to p  management 
personnel have o f f ic e s  in  Baton Rouge, L ou isiana . The P re s id e n t 
and th e  Executive Vice P re s id en t o f th e  Company a re  p r im a r ily  
re sp o n sib le  f o r  s a le s  o f form s, books, and magazine p r in t in g .
The S a les  Manager, Production Manager, C hief E ngineer, C o n tro lle r ,
^ttost o f  th e  in fo rm ation  in  t h i s  chap ter was ob tained  by 
v i s i t i n g  the  p la n t on August 4 , 1965, and ta lk in g  w ith  th e  
C o n tro lle r  and S a les Manager. A fte r t h i s ,  th e  Company w il l  be 
c a lle d  Moran In co rp o ra te d .
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ana Manager o f A dm in istra tive  S e rv ices  a l l  re p o r t  t o  th e  
Executive Vice P re s id e n t, The in d u s t r ia l  eng ineers conduot 
f e a s i b i l i t y  s tu d ie s ,  e s ta b l is h  tim e and q u a n tity  s ta n d a rd s , and 
ev a lu a te  system and p rocedures. The a d m in is tra tiv e  se rv ic e  
departm ent i s  re sp o n s ib le  fo r  e s tim a tin g  p r in t in g  job fe e s  and 
converting standard  tim e and q u a n t i t ie s  in to  standard  costs*
Cost Accounting System
The co st system o f  Moran Inco rpo ra ted  i s  a job  o rd er 
c o s t system; only  a c tu a l  costB a re  recorded  in  th e  le d g e r 
accounts* S t a t i s t i c a l  s tandards have been used f o r  two o r  
th re e  y e a rs  f o r  c o n tro l and p lann ing  purposes. These s tan d ard s 
a re  p e r io d ic a l ly  evaluated  and re v ise d  when management considers 
i t  n ece ssa ry . Many standards p re s e n tly  used were developed 
through  eng in eerin g  o r  tim e study a n a ly s is .  O ther s tan d ard s  
used were determ ined by re fe ren ce  t o  h i s t o r i c a l  d a ta ;  th e  
Company i s  in  th e  p rocess o f c o n v ertin g  th ese  s tan d ard s to  a 
more s c i e n t i f i c  b a s is  through th e  use o f tim e and motion stud ies*  
A ll income and expense le d g e r acco u n t^  w ith  th e  exception  
o f  p a y ro ll acco u n ts , a re  closed  a t  th e  end o f th e  month* Since 
th e  pay period  ends on th e  l a s t  Wednesday o f each month, p a y ro ll  
accounts a re  closed  a t  t h i s  tim e . The Company fo llow s t h i s  
procedure to  e lim in a te  any monthly p a y ro ll  a c c ru a ls . However, 
p rov is ion  i s  made fo r  th ese  a c c ru a ls  a t  th e  end o f each f i s c a l  
y e a r .
E s ta b lish in g  D is tr ib u tio n  S tandards
The Company perform s p r in t in g  se rv ic e s  fo r  some customers
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who sign  c o n tra c ts  and a rc  o b lig a ted  to  purchase a year*s supply 
o f the  p rin te d  forms o r m a te r ia ls . There i s  some r i s k  involved 
fo r  Horan Inco rpora ted  because th ey  must e s tim ate  th e  annual 
usage fo r  each o f th e se  custom ers. The p r in te d  m a te r ia l  i s  
s to red  in  Moran Inco rpora ted  warehouses. The Company has 
warehouses in  bo th  New O rleans and Baton Rouge, L ou is iana , 
Customers r e q u is i t io n  th e  p r in te d  forms and m a te r ia ls  from 
Horan In co rpo ra ted  and a re  b i l le d  f o r  these  r e q u is i t io n s  o n ly . 
Because th e  Company has th ese  annual c o n tra c ts , th ey  a re  ab le  
to  p r in t  in  economic l o t s  on a uniform  production b a s i s ,  Moran 
Inco rpora ted  a ls o  p rov ides p r in tin g  se rv ic e s  on a s p e c ia l  o rder 
b a s is .
Moran In co rpo ra ted  has 19 co s t c e n te rs  o r  r e s p o n s ib i l i ty  
u n i ts  fo r  accum ulating c o s ts .  Costs a re  broken down in to  v a r ia b le ,  
f ix e d , departm en ta l, and fa c to ry  w ith in  each oost c e n te r . The 
main item s com prising th e  v a r ia b le  expense c la s s i f i c a t io n  a re  
la b o r , p a y ro ll ta x e s ,  su p p lie s , r e p a ir  and m aintenance, 
e l e c t r i c i t y ,  power, and sp o ilag e . In su ran ce , d e p re d a t io n ,  
ta x e s ,  and l ic e n s e  g e n e ra lly  a re  th e  f ix e d  expense elem ents 
o f  a c o s t c e n te r .  D epartm ental overhead and fa o to ry  overhead 
a re  a ls o  accumulated by co s t c e n te rs  to  a r r iv e  a t  a o o st per 
hour.
The sh ipp ing  co st c e n te r  has two ty p es o f  o p e ra tio n s 
fo r  packaging th e  company p ro d u c ts , hand wrap and p l a s t i c  wrap.
Any p r in te d  m a te r ia l  con ta in ing  carbon I n s e r ts  must be packaged 
by hand beoause th e  h e a t o f  th e  p la s t i c  wrap machine would 
d e s tro y  th e  oarbon i n s e r t s .  Hand wrap i s  a more expensive
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opera tion  than  p l a s t i c  wrap. I n d u s t r ia l  eng ineers s tu d ied  th e  
sh ipp ing  ro u tin e s  and recorded th e  t in e  each opera tion  should 
re q u ire  under normal c o n d itio n s . F ac to rs  such a s  th e  number o f  
sh e e ts  in  the  package and th e  s iz e  o f  th e  package a re  considered 
in  determ ining  th e  standard  tim e n ecessa ry  to  perform  each 
operaticm . The work u n i t  on which standards a re  based fo r  t h i s  
co st c en te r  i s  100 packages. S tandard tim e i s  oonverted in to  
standard  cost by app ly ing  the  c o s ts  expected to  p re v a i l  du ring  
th e  period  fo r  which standards a re  e s ta b l is h e d . Same employees 
perform ing th e  sh ipp ing  o p e ra tio n s a re  under union agreem ents, 
and t h e i r  wage r a t e  i s  e a s i ly  determ ined.
Sttfek^handling and tru c k  d e liv e ry  a re  two o th e r  co st 
c e n te rs .  Time and motion s tu d ie s  were no t used to  e s ta b l is h  
th e  standards in  th ese  cost c e n te rs . The a c tu a l  tim e recorded  
in  th e  p r io r  y ear t o  perfonn th e se  o p e ra tio n s a re  examined and 
used a s  a b a s is  f o r  s e t t in g  s ta n d a rd s . An allowanoe i s  made 
fo r  any event th a t  i s  expected to  occur th a t  w i l l  a f f e c t  th e  
tim e req u ired  to  perform  th e  o p e ra tio n s . Since a l l  employees 
in  th ese  two co s t c e n te rs  are  under union c o n tra c t ,  the  re g u la r  
wage r a t e  and overtim e wage ra te  i s  r e a d i ly  determ ined and used 
in  converting  th e  standard  tim e in to  standard  c o s t .
S eparate  budgets a re  e s ta b lish e d  fo r  each co s t c e n te r . 
Budgets a re  e s ta b lish e d  fo r  th e  e n t i r e  f i s c a l  y e a r and a re  
then  broken down in to  monthly budgets .
Variance A nalysis
Moran Inco rpo ra ted  u ses  th e  fo llow ing  th re e  v a ria n ce s :
1 . The Expense Variance re p re se n ts  th e  d if fe re n c e  
between budgeted v a r ia b le  expenses and a c tu a l  
v a r ia b le  expenses*
2* The E ffic ie n c y  Variance re p re se n ts  th e  d if fe re n c e  
between th e  budget allowed f o r  standard  hours and 
th e  budget allowed fo r  a c tu a l  hours*
3. The Volume Variance re p re se n ts  th e  d if fe re n c e  
between th e  budget allow ance and th e  standard  
esqpenses charged to  th e  c o s t  center*
The volume and expense v a rian ces  a re  computed f o r  each 
co st center* The e f f ic ie n c y  v a rian ce  fo r  each customer jo b  i s  
determ ined and th en  th e  v ariance  i s  analyzed by co st cen ters*  
The a d m in is tra tiv e  se rv ice  departm ent determ ines th e  e f f ic ie n c y  
v a rian ce  d a i ly  and g ives t h i s  r e p o r t  t o  th e  production  manager* 
The production manager and th e  su p e rv iso rs  determ ine th e  cause 
o f  s ig n if ic a n t  variances*
Statem ent P rep ara tio n
A weekly la b o r  re p o r t  i s  prepared  f o r  each c o s t o e n te r . 
T h is re p o rt c o n ta in s  th e  t o t a l  budgeted and a c tu a l  hours and 
th e  t o t a l  budgeted and a c tu a l  c o s ts  and any variances*
Monthly cost c e n te r  re p o r ts  a re  p repared  showing a c tu a l  and 
budgeted c o s ts  and y ear t o  d a te  c o s t t o t a l s  fo r  bo th  a c tu a l  
and budgeted costs*  These d o l la r  amounts a re  broken down by 
n a tu ra l  expense item s w ith in  each c o s t cen ter*  The production  
manager re c e iv e s  a summary fo r  a l l  co s t cen ters*
A balance sh e e t , income and expense sta tem en t, and cash 
flow  sta tem ent a re  prepared fo r  th e  company each q u arte r*  
P ro jec ted  sta tem en ts a re  a ls o  prepared  fo r  th ese  th re e  rep o rts*  
These sta tem en ts a re  p ro jeo ted  fo u r  q u a r te rs  in  advance. A
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balance sheet and income and expense sta tem ent a re  a ls o  prepared 
a t  th e  end o f  each f i s c a l  y e a r .
Summary and C aac lusians 
The accoun ting  system employed by Horan Inco rpora ted  i s  
designed to  meet th e  s p e c if ic  needs o f  th e  p r in tin g  concern . 
Since th e  la b o r  c o s ts  f o r  each c o s t c e n te r  o f t h i s  company 
a re  o ften  g re a te r  than  a l l  o th er c o s ts  combined, management 
f e e l s  th a t  c a re fu l  p lann ing  and sy s tem atic  c o n tro l  o f  la b o r  
c o s ts  a re  e s s e n t ia l .  They f e e l  t h a t  th e  weekly la b o r  r e p o r ts  
a re  v e ry  im portan t in  g iv ing  them tim e ly  in fo rm a tio n . T his 
ra p id  re p o r tin g  o f o p e ra tin g  d a ta  a llow s b e t t e r  c o n tro l  
because unfavorable v a rian ces  can be c o rre c te d  soon a f t e r  
t h e i r  occurrence.
CHAPTER XI
CASE STUDY, ABC DEPARTMENT SPORE, INC.
T his ch ap te r p re sen ts  th e  approach used to  c o n tro l 
d is t r ib u t io n  c o s ts  through th e  use o f s tan d ard s and budgets 
a t  th e  ABC Department S to re , Inc.,-N ew  O rleans, L ouisiana 
The use o f common in d u s try  s t a t i s t i c s  in  develop ing  d is t r ib u t io n  
s tan d ard s  i s  d isc u sse d .
Background
There a re  th re e  departm ent s to re s  in  th e  o rg a n iz a tio n , 
two o f  which a re  r e f e r r e d  to  as branch s to r e s .  One o f  th e  branch 
s to re s  i s  b a s ic a l ly  a s o f t  goods s to re  s p e c ia liz in g  in  l a d ie s ' 
and m en's ready -to -w ear and a c c e s s o r ie s . The o th e r  branch 
s to re  c a r r ie s  hard  goods, m erchandise such a s  f u r n i tu r e ,  
household a p p lic a n c e s , ra d io s , and te le v is io n  s e t s .  The 
Company a ls o  has a branch s to re  in  an o th e r s t a te  which perform s 
some m arketing fu n c tio n s  independen tly .
There a re  200 employees in  th e  co rpo ra te  o rg a n is a tio n . 
R eporting  to  th e  P re s id e n t i s  th e  G eneral Merchandise Manager 
and th e  T reasu re r and C o n tro lle r . The G eneral Merchandise
^The Company name and lo c a tio n  have been ohanged. The 
m a jo rity  o f  th e  in fo rm ation  in  t h i s  c h ap te r  was ob tained  du ring  
a v i s i t  t o  th e  home o f f ic e  on Ju ly  26,  1965.
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Manager i s  re sp o n sib le  fo r  th e  l&erohandising and a d v e r t is in g  
fu n c tio n s . A ll o th e r  fu n c tio n s  a r e  under th e  a u th o r i ty  o f th e  
T reasu re r and C o n tro lle r*  The G eneral Merchandise Manager i s  
a ls o  th e  Vice P re s id e n t o f  th e  o rg a n iz a tio n , and th e  T reasu re r 
and C o n tro lle r  i s  a ls o  th e  Chairman o f  th e  Board. The G eneral 
Merchandise Manager and th e  T reasu re r and C o n tro lle r  have d i r e c t  
l in e  a u th o r i ty  over each o f th e  s to re  managers*
Cost Accounting System
The m a jo rity  o f th e  accounting  fu n c tio n s  a re  performed 
a t  th e  home o f f ic e .  S tandards a re  n o t in co rp o ra ted  in to  th e  
accounting  system , bu t s t a t i s t i c a l  s tan d ard s  a re  used f o r  
p lann ing  and o o n tro l. No d a ta  p ro cess in g  equipment i s  used 
to  p rocess th e  accoun ting  re c o rd s .
E stab lishm ent o f D is tr ib u tio n  S tandards
Management o f  t h i s  Company u ses  th e  s t a t i s t i c s  obtained  
th rough  a p u b lic a tio n  o f  th e  C on tro lle rs*  Congress, which i s  
a d iv is io n  o f  th e  N a tio n a l R e ta il  M erchants A sso c ia tio n , in  
e s ta b l is h in g  d is t r ib u t io n  s ta n d a rd s . Members o f th e  N a tio n a l 
R e ta i l  M erchants A ssocia tion  may submit t h e i r  s a le s  and c o s t 
f ig u re s  to  t h i s  d iv is io n  which com piles th e  d a ta .  A ll th e  
s tandards a re  expressed  a s  a percentage o f  n e t  sa le s  and are  
broken down in to  d i f f e r e n t  s a le s  volume c la s s if ic a t io n s *  Since 
th e  ABC Department S to re  f a l l s  in  th e  f iv e  t o  ten  m illio n  d o l la r s  
s a le s  volume, th ey  r e f e r  to  th e  percen tages fo r  t h i s  c la s s if ic a t io n *  
Even though departm ent s to re s  a re  n o t re q u ire d  to  re p o r t  t h e i r
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c o s t percen tages , so many s to re s  p a r t ic ip a te  th a t  management 
f e e l s  th e  f ig u re s  a re  r e p re s e n ta t iv e . The C o n tro lle rs1 Congress 
p u b lish es  t h i s  pamphlet once a year*
Management o f  t h i s  Company does n o t e s ta b l is h  t h e i r  
s tan d ard s  e n t i r e ly  on th ese  re p re se n ta tiv e  f ig u re s  a s  th ey  
b e lie v e  th e  p e c u lia r i tie s  o f  t h e i r  o p e ra tio n s  should be given 
some c o n s id e ra tio n . Reference i s  a ls o  made to  p a s t experience 
and fh tu re  p lan s  in  e s ta b l is h in g  th e  standards*
Budget P rep ara tio n
The o rg an iza tio n  o f  each s to re  i s  broken down in to  
fu n c tio n a l  c o s t c e n te r s .  The su p e rv iso r  re sp o n sib le  fo r  th e  
perform ance o f  each c o s t c e n te r  com piles a budget f o r  h is  
c e n te r .  Top management then a d ju s ts  th e se  budgets i f  necessa ry  
t o  a r r iv e  a t  a t o t a l  s to re  budget. Budgets a re  e s ta b lis h e d  
every  s ix  months and a re  segregated  by months. A stan d ard  d o l la r  
amount i s  e s ta b lis h e d  f a r  eaoh expense item  w ith in  th e  c o s t 
c e n te r .  For exam ple, th e  wrapping and packaging c o s t c e n te r  
e s ta b l is h e s  standard  d o l la r  amounts f o r  such expense elem ents 
a 8 p a y ro l l ,  su p p lie s , and se rv ic e s  purchased.
The ABC Department S to re , In c . has two la rg e  m erchandise 
s a le s  each y e a r , one in  th e  sp rin g  and one in  th e  f a l l*  
A dvertis ing  i s  used e x te n s iv e ly  t o  p u b lic iz e  th e se  s a le s .  
Newspaper a d v e r t is in g  i s  used th e  most; however, a d v e r t is in g  by 
ra d io , te le v is io n ,  and d i r e c t  m ail i s  a ls o  used . The Company 
a ls o  has one o r two fash ion  shows annually*
The G eneral M erchandise Manager oomplles d e ta i le d
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in form ation  concerning th e  a d v e r tis in g  used in  th e  p r io r  y e a r . 
The products a d v e rtis e d  and th e  number o f  newspaper l in e s  used 
a re  l i s t e d  by m onths. The A d v ertis in g  Manager and th e  General 
Merchandise Mianager a d ju s ts  t h i s  in form ation  fo r  any fu tu re  
p lan s in  a r r iv in g  a t  th e  a d v e r t is in g  budgets. A budgeted 
f ig u re  i s  a ls o  e s ta b lis h e d  f o r  th e  fash io n  shows based on th e  
number o f shows th ey  expect t o  give and th e  standard  c o s t p e r 
show.
V ariance A nalysis
Each month income and expense sta tem en ts a re  p repared  
f o r  each s to re  showing d o l la r  amounts and percen tages f o r  c u rre n t 
o p e ra tio n s , budgeted o p e ra tio n s , and th e  p r io r  y e a r 's  opera tion  
fo r  th e  same month, A sta tem ent i s  a ls o  prepared showing th e  
a c tu a l  and budgeted d o l la r  amounts and percen tages fo r  the  
d i r e c t  expenses o f each s t a r e .~  Each s t o r e 's  perfom ance i s  
evaluated  on i t s  c o n tr ib u tio n  to  in d i r e c t  expenses and p r o f i t s .  
The T reasu re r and C o n tro lle r  ho lds m onthly conferences w ith  
eaoh su p e rv iso r re sp o n sib le  fo r  a c o s t c e n te r 's  performance 
to  d isc u ss  th e  expense elem ents which have unfavorable 
v a rian o es .
Summary and Conclusions
Management o f t h i s  Company recogn izes th e  weakness o f  
depending e n t i r e ly  an th e  in d u s try  f ig u re s  pub lished  by the  
n a t io n a l  R e ta il  M erchants A sso c ia tio n . They f e e l  t h a t  th e se  
f ig u re s  may re p re se n t an average firm  whose c h a r a c te r is t ic s
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d i f f e r  s ig n i f ic a n t ly  from t h e i r  concern. They f e e l  t h a t  common 
in d u s try  f ig u re s  a re  no t a s u f f ic ie n t  b a s is  a lone because t h e i r  
oancem  may employ id e n t ic a l  account t i t l e s  a s  th e  in d u s try  
bu t oharge d i f f e r e n t  c o s t item s to  th e  accoun t. E x tensive  
a n a ly s is  i s  made using  comparisons o f  c u rre n t p e rio d  expense 
w ith  th e  budget and w ith  th e  expense o f  a p r io r  p e riod  f o r  
eaoh in d iv id u a l s to r e .  A comparison o f  d is t r ib u t io n  c o s ts  
between s to re s  in  th e  o rg an iza tio n  would be d i f f i c u l t  a s  
th e re  i s  some v a r ia t io n  in  th e  m erchandise c a rr ie d  by eaoh 
s to r e .  Management co n sid ers  th e  in fo rm ation  provided by th e  
C o n tro l le r 's  d iv is io n  i s  comprehensive in  c h a ra c te r  and i s  
designed to  f i t  th e  needs o f t h e i r  company.
CHAPTER XII
CASE STUDY, METALS DIVISION,
KAISER ALUMINUM AND CHEMICAL CORPORATION
T his ch ap te r i s  a s tudy  o f th e  standard  d is t r ib u t io n  
oost system o f  th e  M etals D iv is io n , K a iser Aluminum and Chemical 
C o r p o r a t i o n . A  d e sc r ip tio n  o f  th e  methods used to  e s ta b l is h  
and re v is e  s tan d a rd s  i s  p re sen te d . An a n a ly s is  o f th e  sy stem 's  
va lue  a s  a management c o n tro l to o l  i s  a ls o  p re sen te d .
Background
Pexmanente M etal C orporation , a group o f  w estern 
i n t e r e s t s ,  jo ined  to g e th e r  du ring  World War U  to  produce 
magnesium, chem icals, and s h ip s . When th e  war was over 
th e se  i n t e r e s t s  formed K a iser Aluminum in  order t o  continue 
t h e i r  growth th rough  a new f i e ld  of b u s in e ss . K a ise r Aluminum 
e n te red  th e  aluminum in d u s try  a s  a p rim ary  producer in  th e  
e a r ly  months o f  1946, purchasing  two p la n ts  in  th e  P a c if ic  
N orthw est. L a te r  t h a t  same y e a r , th e  Company began opera tion  
o f  th e  Baton Rouge alumina p la n t .  Ae th e  Gcnpany grew and 
i t 8 in te re s t®  d iv e r s i f i e d ,  a d d it io n a l  sp e c ia liz e d  re se a rc h
^The m a jo r ity  o f  th e  in fo rm ation  in  t h i s  c h ap te r was 
ob ta ined  d u rin g  a v i s i t  t o  th e  G eneral O ffices  and p la n t o f  th e  
Meta Is D iv is io n , K a ise r Aluminum and Chemical C orporation , lo ca ted  
a t  Gramercy, L ouisiana on June 24, 1965. H e re a fte r  th e  Company 
w i l l  be r e fe r re d  to  a s  K a iser Aluminum.
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and development groups were formed.
In  195l> Kala e r  Aluminum co n stru c ted  n e a r New O rleans 
i t s  Chalmette Works, th e  n a t io n 's  la rg e s t  aluminum reduc tion  
p la n t ,  where th e  prim ary aluminum i s  produced in  th e  form o f  
in g o t, b i l l e t  and ro d .
In  1954 th e  Company announced p lan s  to  b u ild  a second 
alumina p la n t a t  Gramercy, L ou isiana , which would be on a 
d i r e c t  w ater ro u te  f o r  th e  d e liv e ry  o f  b au x ite  from th e  
Company's Jamaican b a u x ite  o p e ra tio n . S ta r te d  in  1956 and 
completed in  1959, t h i s  p la n t  produces alum ina, o a u s tic  soda 
and c h lo r in e . Approxim ately 600 people a re  employed by th e  
Gramercy Work's, The Company's fluorochem ical p la n ts ,  completed 
in  1962 on th e  3200-acre Gramercy s i t e ,  produces aluminum 
f lu o r id e , hydrogen f lu o r id e  and flu o ro ca rb o n s , Gramercy Works 
in  1965 a ls o  became th e  s i t e  o f  th e  Company's new isocyanate  
p la n t .  Thus, Gramercy Works r e a l ly  c o n s is ts  o f two p la n ts  
re p re se n tin g  th e  M etals and th e  Chemicals D iv is io n s  o f  K a iser 
Aluminum,
The only  p r a c t ic a l  source o f  aluminum has been th e  
impure hydrated  aluminum oxide known a s  b a u x ite , K a iser 
Aluminum has la rg e  d e p o s its  o f  b au x ite  on th e  is la n d  o f  Jamaica 
where th e  re d d ish  ore  i s  scooped up by m echanical shovels working 
in  open p i t  m ines. The b au x ite  i s  shipped in  35»000-tan sh ip s  
from Jamaica t o  K a iser Aluminum's chem ical p la n ts  a t  Baton Rouge 
and Gramercy, L o u is ian a , The im p u rit ie s  in  th e  ore a re  removed 
in  o rd e r to  ob ta in  pure aluminum oxide, alum ina. T h is i s  th e  
b a s ic  m a te r ia l  from  which aluminum i s  made.
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The alumina i s  shipped to  K a iser Aluminum's m e ta l-  
producing p la n ts .  M etal production  re q u ire s  th e  removal o f  
axygev lea v in g  pure aluminum. Gramercy alumina goes to  
C halm ette, L o u is ian a . Chalm ette Vorks consumes approxim ately  
500,000 to n s  o f alumina an n u a lly . Alumina u su a lly  a r r iv e s  a t  
th e  ChaHmette Works in  la rg e  r a i l r o a d  hopper c a rs  o f  70-ton and 
100-ton c a p a c ity .
Standard Cost System
The Gramercy p la n t has used an Engineered S tandard 
Cost System s in ce  i t  began o p e ra tio n s . T h is system i s  based 
on an engineered standard  c o s t which i s  e s ta b lish e d  by sound 
en g in eerin g  and accoun ting  study . An in te g ra te d  s tandard  
c o s t system  i s  used in  which th e  co st system i s  an in te g r a l  
p a r t  o f  th e  p la n t  f in a n c ia l  accoun ting  system . Cost c e n te r s ,  
g en era l led g e r acco u n ts , and co s t elem ent codes a re  e s ta b lis h e d  
f o r  th e  purpose o f id e n tify in g , c la s s ify in g ,  and accu n u la tin g  
c o s ts .  K a iser Aluminum has a s  many c o s t c e n te rs  a s  th ey  
f e e l  a re  n ecessa ry  to  measure t h e i r  su p e rv iso rs1 o u tp u t; every  
c o s t c e n te r  has elem ent expense codes a g a in s t which c o s ts  a re  
accumulated and s tan d ard s  a p p lie d .
E stab lishm ent and R evision o f S tandards
In  t h i s  chem ical p rocess in d u s try , th e  in d u s t r ia l  eng ineers 
a re  req u ired  to  accep t o v e ra ll  r e s p o n s ib i l i ty  fo r  th e  system . The 
Accounting Department h as th e  r e s p o n s ib i l i ty  f o r  re p o r t in g  a g a in s t 
th e  s tan d ard s  and c o l le c t in g  a c tu a l  c o s ts .  Two g en era l c l a s s i f i ­
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c a tio n s  o f  s tan d ard s a re  e s ta b lis h e d  by in d u s t r ia l  en g in eers . 
Performance stan d ard s a re  e s ta b lis h e d  which a re  c o n tro lla b le  
a t  th e  lo c a l  p la n t .  The o th e r  c la s s i f i c a t io n  i s  non-performance 
o r n o n -co n tro lla b le  standards a t  th e  p la n t  l e v e l .
Once a y e a r  s tandards a re  re v is e d . I n d u s t r ia l  eng ineers 
s e t  th e  stan d ard s in  a base u n i t  f o r  a c o s t c e n te r 's  expense 
e lem en ts. Base u n i ts  o ften  used a re  to n s  o f  washer w ater, to n s 
o f  alumina sh ipped , one month, and scheduled days. One co st 
c e n te r  may o ften  have se v e ra l d i f f e r e n t  base  u h i ts  and th e re  
may a ls o  be a common base u n i t  o f tim e study  and work c o n te n t. 
Work con ten t i s  an im portan t f a c to r  because th e  in d u s t r ia l  
en g in eers  must understand  a l l  work th a t  i s  done in  th e  co s t 
c e n te r ;  sometimes h o u rly  o p e ra tin g  personnel perform  m inor 
ta s k s  which m ight be considered m aintenance. The standards 
e s ta b lis h e d  must a llow  tim e f o r  t h i s  a c t iv i t y .  For example, 
in  th e  Shipping Department th e  employees o ften  lu b r ic a te  t h e i r  
equipment in  a d d itio n  to  load in g  r a i l  c a r s .
S tandards fo r  some item s such a s  m aintenance m a te r ia ls  
a re  based on p a s t  experience o r h i s t o r i c a l  d a ta .  T h is r a th e r  
a r b i t r a r y  method i s  used only i f  no o th e r  b a s is  can be se le c te d
f o r  computing s tan d ard s and i s  avoided whenever p o s s ib le . By
*
id e n tify in g  s tan d ard s w ith  h i s t o r i c a l  d a ta ,  co s t tre n d s  a re  
under co n stan t o b se rv a tio n .
S tandards a re  s e t  on a reasonab le  b a s is  th a t  g ives 
e f f e c t  to  a l l  known norm al f a c to r s .  There i s  no p ro v isio n  fo r  
abnormal lo s s e s .  S tandards a re  s e t  t i g h t  enough t o  encourage 
h igh  standards o f perform ance, y e t th ey  a re  no t s e t  so t i g h t  a s
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t o  be d e tr im e n ta l to  th e  em ployee's m orale.
S tandards a re  s e t  f o r  one y ea r; a t  th e  end o f  eaoh 
y e a r a study  i s  made to  determ ine whether standard  re v is io n  i s  
re q u ire d . The co n d itio n s  under which th e  standards a re  o p e ra tin g  
may change du ring  th e .y e a r ;  f o r  example, th e  Shipping Department 
may change from r a i l  to  barge t r a n s p o r ta t io n .  In  t h i s  c ase , th e  
standard  i s  updated a t  th e  tim e o f  th e  change.
A fte r th e  in d u s t r ia l  en g in eer com pletes h is  study  and 
a r r iv e s  a t  a standard  fo r  each c o s t c e n te r ,  th e  person re sp o n sib le  
f o r  th e  c o s t c e n te r 's  performance i s  asked to  sign th e  s ta n d a rd . 
On t h i s  expense standard  i s  sp e lle d  out in  d o l la r s  what standard  
c o s ts  a re  n ecessa ry  to  opera te  t h i s  co st c e n te r . These c o s ts  
a re  r e la te d  to  th e  v a r ia b le s  w ith  which th e y  a re  a s so c ia te d .
Each co st has a d e f in i te  b a s is  fo r  i t s  com putation,
A t o t a l  i s  made fo r  a l l  th e  item s and th e  t o t a l  i s  th e  
standard  c o s t f o r  t h i s  p a r t ic u la r  oost c e n te r . I f  th e  foreman 
in  charge o f  th e  c o s t c e n te r  does no t agree w ith  th e  standard  
e s ta b lis h e d  by th e  in d u s t r ia l  en g in eer, he must support h is  
p o s i t io n . I f  any ad justm ents a re  n ecessa ry , th e y  a re  made 
and th e  expense stan d ard  i s  forwarded to  th e  c o n tro l le r  fo r  
h i s  app roval. The expense standard  i s  then  sen t to  th e  oost 
accounting  departm ent where i t  i s  u t i l i z e d  in  a computer program.
The m a jo rity  o f th e  a c t i v i t i e s  a t  t h i s  p la n t a re  concerned 
w ith  production  r a th e r  than d i s t r ib u t io n ,  a s  K aiser Aluminum's 
heme o f f ic e  perform s th e  a d v e r t is in g , c r e d i t  and c o l le c t io n ,  
and o th er m arketing  fu n c tio n s . The M etals D iv is io n 's  d i s t r i ­
b u tio n  a c t i v i t i e s  a re  cen tered  in  th e  Shipping Department
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where alumina i s  u su a lly  loaded in  70-ton and 100-ton r a i l  c a rs . 
The Chemical D iv is io n 's  Shipping Department i s  opera ted  in  a 
s im ila r  manner*
The Shipping D epartm ent's th re e  m ajor expense item s 
a re  loadout o p e ra to rs , power, and r e p a i r  and maintenance* Some 
loadout o p e ra to rs  must ibe p re se n t con tinuously  du ring  th e  normal 
working day, even though a c tu a l  lo ad in g  may b e p e r f  ormed fo r  
on ly  fou r hours on some days. The base u n i t  fo r  t h i s  minimum 
work fo rce  i s  scheduled days, which i s  a standard  work day, 
Monday through F rid a y . Scheduled days w i l l  v a ry  w ith  each 
month; th e  norm al m onthly q u a n tity  i s  21*73 scheduled days.
I n d u s t r ia l  eng ineers e s ta b l is h  by tim e study th e  manhour 
requ irem ents to  load  70-ton and 100-ton r a i l  c a r s .  Time study 
a n a ly s is  i s  e s s e n t ia l ,  fo r  example, Shipping Department employees 
can load a 100-ton c a r  f a s t e r  than a 70-ton c a r , as th e  70-ton 
c a r  has to  be moved tw ice because o f hopper lo c a tio n s .  T his i s  
a v a r ia b le  expense determ ined by th e  number o f c a rs  loaded .
Power expense i s  a ls o  v a r ia b le  w ith  th e  to n s  sh ipped.
Some of th e  personnel a re  assigned to  th e  Shipping 
Department on a f le x ib le  b a s i s .  I f  th e  workers a re  n o t needed 
to  load  o a rs , th e y  a re  used in  th e  production  p ro ce ss . The 
manhours worked in  each cost c e n te r  a re  determ ined through  th e  
use o f  tim e clock  c a rd s . The job t i c k e t  shows th e  expense 
d is t r ib u t io n  by hours to  each co s t c e n te r . T his source document 
w i l l  re p o r t i f  a sh ipp ing  c le rk  i s  changed to  a production  cost 
c e n te r  du ring  th e  day.
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The shipping supervisor i s  not penalized fo r any 
in e ffic ien c ies  which may occur in rep a ir  and maintenance labor.
The consumer cost center i s  charged fo r rep a ir  and maintenance 
labor a t IOO56 effic iency . Any variance between ac tual cost and 
standard cost i s  charged to  the rep a ir  and maintenance cost 
cen ter. Standards are se t fo r the rep a ir  and maintenance 
employees by time s tu d ies . For example, there may be five 
d iffe re n t repa ir jobs th a t can be performed on a loadout gun.
The repairman checks which of these jobs he performed and 
there are corresponding standards fo r  each of these jobs.
Variances
Actual cost i s  accumulated fo r each cost center and is  
broken down by expense element. Actual cost i s  determined from 
such computer programs as Stores Inventory and Payroll D istribu tions. 
The standard per base u n it i s  stored in the computer. When the 
month i s  complete, the Accounting Department w ill apply the 
ac tual quan tities  fo r  the previous month to  arrive a t  the proper 
standard cost fo r  th a t month. This standard cost i  s broken 
down by expense item within each cost center and compared with 
the actual cost to  a rriv e  a t variances.
The spending variance i s  the difference between the 
ac tu a l quantity of base un it used, as ac tual manhours, a t 
standard price and the in d u s tria l engineer standard a t standard 
p rice . This variance does not re f le c t any price variance, but 
does re f le c t the effic iency  of the cost cen ter. This spending 
varianoe i s  contro llab le by the cost center p rop rie to r.
The price variance re f le c ts  changes in wages or purchased
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m ateria ls . All labor i s  f i r s t  iso la ted  to  determine i f  there 
i s  any price variance before being charged to  the cost cen ters. 
The negotiation o f labor cost changes i s  the re sp o n sib ility  of 
the In d u s tr ia l Relations Department. M aterial price variances 
are the re sp o n sib ility  of the Purchasing Department. These 
variances are not contro llab le by the cost center p rop rie to r.
The production ra te  variance shows the effectiveness 
of equipment or manpower u ti l iz a tio n  fo r the month by comparing 
ac tu a l production with standard. This i s  controlled by the 
cost center p rop rie to r.
The operations p ractice variance ind icates the use of 
a lte rn a te  production methods. This i s  caused by s itu a tio n s 
where the product was not manufactured or shipped in the manner 
which was planned. An example of th is  variance i s  underloading 
of r a i l  oars. This would not necessarily  be under the contro l 
of the cost center p roprie to r.
Statement Preparation
On the eighth day following the close of a month, each$
f i r s t  lin e  foreman responsible for a cost center i s  given a cost 
statem ent. This statement shows the favorable and unfavorable 
spending variance broken down by expense item. The per cent
cost performance i s  also  given fo r the current month, previous
s
month, and year to  d a te . Since standard performance is  100JS, 
th is  per cent analysis reveals trends ea s ily . Changes in small 
figu res are often highlighted by per cent analysis .
Typically, each cost center p roprie to r i s  required to
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explain s ig n ifican t variances to  h is  supervisor in w riting . 
Superintendents, the plant manager, and th e  con tro ller attend 
monthly s ta f f  cost meetings to  discuss the p la n t 's  operations. 
Continuing and effec tiv e  e ffo rt to  control cost i s  insured by 
th is  method.
On the p lant statem ents, a l l  inventories are kept a t 
standard. This standard includes a l l  p lant costs including 
d is trib u tio n  and production costs. This standard is  determined 
by dividing the normal monthly standard cost by the normal 
monthly output to  arrive  a t  a un it standard co s t. For tax  
purposes the variance i s  allocated  to  inventories and to  the 
cost of products shipped. However, these variances are not 
allocated  on statem ents used fo r lo ca l management control 
purposes. The variances for each cost center appear on cost 
statements as period cost.
Summary and Conelusions
Kaiser Aluminum fe e ls  th a t a standard cost system i s
2the best cost system available for th e ir  use. Kaiser Aluminum 
recognizes th a t h is to r ic a l  cost comparisons alone are inadequate 
fo r th e i r  needs. Cost control based on ac tual costs alone 
would not ind icate  why something happened, or what could be 
done to  obtain the best future operations. Comparison of ac tual 
with standard becomes meaningful and aids in decision making.
^This view was expressed by Mr. J .  A. Campbell, P lant 
C ontroller, Gramercy Works, and other Kaiser Aluminum employees.
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Kaisor Aluminum fee ls  one big advantage of using standard 
cost i s  th a t a l l  employees know what performance i s  expected 
of them. Performance and cost standards are provided fo r each 
group of workers. There has been a delegation of au thority  
which can be measured and compared with predetermined standards 
of performance so th a t variances from standard can be id en tif ied  
with workmen and supervisors. The performance o f each cost center 






G eneral F ind ings o f  th e  F ie ld  Study
In  t h i s  s tudy  s ix  companies were in terv iew ed  to  le a rn  
how standard  c o s ts  f a r  d is t r ib u t io n  a c t i v i t i e s  aredsveloped and 
how th ey  a re  used by management in  b u sin ess  p ra c tic e *  The 
experience o f  th e  oompanies analyzed in  t h i s  study in d ic a te s  
th a t  s u b s ta n t ia l  sav ings in  d is t r ib u t io n  c o s ts  can o f te n  be 
made by e s ta b l is h in g  d is t r ib u t io n  oost standards*
The o rg an iza tio n  p ra c t ic e s  o f  some o f  th e se  companies 
in terv iew ed showed th a t  seme a c t i v i t i e s  d e fin ed  a s  d is t r ib u t io n  
fu n c tio n s  in  t h i s  study  were under th e  l in e  a u th o r i ty  o f 
m anufacturing d iv is io n  heads. The f i e ld  study a ls o  d isc lo se d  
th a t  the  ty p ic a l  p ra c tic e  was to  reco rd  only a c tu a l  c o s ts  in  
the  led g er accoun ts . In  most o f  th e  companies in terv iew ed 
d is t r ib u t io n  c o s t s tan d ard s a re  used by m arketing management 
and a re  n o t in te g ra te d  in to  th e  accoun ting .system . E le c tro n ic  
d a ta  p rocessing  equipment i s  used by many o f  the  companies in  
th e  ana ly ses o f  d is t r ib u t io n  c o s ts .
R e sp o n s ib ility  f o r  D is tr ib u tio n  Cost S tandards
In  a l l  companies in terv iew ed  management's p lan s  and
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objectives were tran sla ted  in to  fin an c ia l goals expressed in  
standards and budgets. The f ie ld  study disclosed th a t companies 
can use the accounting cost con tro l to o ls  of standards and budgets 
with good e f fe c t . The extent to  which these cost contro l 
techniques are used and actually serve th e ir  purpose i s  determined 
by the top management's a ttitu d e  concerning the Importance o f 
cost con tro l. I t  was evident in  the f ie ld  study th a t top 
management's a ttitu d e  a ffeo ts  the degree o f cost awareness 
throughout the en tire  company a t  a l l  management le v e ls .
The f ie ld  study showed th a t where standard: costs are 
e ffective  cost control to o ls , re sp o n s ib ility  fo r planning and 
contro l coincide with the standard costs a t  a l l  management 
le v e ls . The organization plans of most of the companies interviewed 
were developed to  provide fo r c le a r ly  defined re sp o n sib ility  
fo r  aosts matched w ith au thority  to  take the actions necessary 
to  e ffec t con tro l. Those responsible fo r operating according 
to  the standards established also  had an opportunity to  p a r t ic i ­
pate in se ttin g  the standards.
Companies interviewed showed th a t accounting personnel 
are kept fam ilia r w ith current d is tr ib u tio n  operations through 
meetings and other methods. In many companies interviewed the 
top  le v e l organization i s  small and centralized  so th a t a l l  
concerned know a l l  phases of the company business. Many of the 
top accounting personnel have had experience in both d is trib u tio n  
and production. Some of the marketing executives interviewed 
have had accounting and finance tra in in g  which helps them
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understand and use accounting informatics*.
Control of R epetitive D istribution Functiona
Since costs of re p e titiv e  d is trib u tio n  functions behave 
lik e  production costs, the same methods of cost oontrol used in 
the factory  are applied to  these marketing a c t iv i t ie s  in the 
companies interviewed* The f ie ld  study showed th a t measure of 
work output can be found and applied read ily  to  physical 
d is trib u tio n  operations* In most o f the companies interview ed, 
the o rd e r-f illin g  costs are analyzed to  id en tify  the fac to rs  
which cause the costs to  vary; fo r  example, some costs are 
associated with shipments made or miles trav e led . Time and 
motion studies are used by in d u s tr ia l engineers fo r  es tab lish ing  
physical u n it standards fo r most re p e titiv e  d is tr ib u tio n  functions. 
These physical u n it standards are then transferred  in to  standard 
costs .
The f ie ld  study showed th a t comparatively l i t t l e  a tten tio n  
i s  given to  con tro lling  c le r ic a l  a c t iv i t ie s  through the use of 
standards. The p rincipa l reasons given fo r the absence o f such 
standards were th a t these operations are decentralized end each 
employee performs a wide v a rie ty  of c le r ic a l functions.
Although the standards employed fo r the contro l of 
re p e titiv e  d is trib u tio n  function* in the companies interviewed 
are le s s  exact than are standards used in production, these 
standards serve the same objective of con tro lling  costs.
Control of Nonrepetltive D istribu tion  Functions
Companies interviewed usually  sta ted  th a t they had found
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th a t standard costs could “be more read ily  applied to  measuring 
rep e titiv e  d is trib u tio n  operations than to  nonrepetitive 
d is trib u tio n  operations* Representatives of the companies 
interviewed fe e l th a t one reason fo r th is  i s  th a t often re su lts  
from order-getting  costs do not appear in the same period in 
which the costs were incurred. Another reason expressed i s  th a t 
employees in  these a c t iv i t ie s  work la rge ly  with ideas and people, 
ra th e r than with maohines and m ateria ls .
Budgeting was the primary accounting to o l used by 
management of the companies interviewed fo r con tro lling  
advertising  and sa les  promotion co s ts . In some cases the 
advertising  appropriation i s  a fixed amount deoided upon by 
top management with d e ta iled  consideration o f th e  sa les  ao tiv ity  
an tic ip a ted . None of the companies Interviewed based standard 
costs fo r advertising  and sa les promotion a c t iv i t ie s  on u n its  
which measure e ffo rt expended. All standard costs fo r these 
o rder-getting  costs are based on u n its  which measure re su lts  
obtained. The companies following the practice  o f expressing 
the budget appropriations as a percentage of sa le s  fe e l tha t 
th is  method i s  advantageous as add itiona l funds are made 
availab le fo r following a favorable market.
Company represen tatives interviewed mentioned th a t 
past experience represented by r a tio s  o f advertising  oosts to  
sa les and sim ilar h is to r ic a l  figures were used as guides in 
determining how much to  e s tab lish  as standards fo r  o rder- 
getting  a c t iv i t ie s .  These represen tatives f e l t  th a t  an 
advertising  and sa les promotion program is  often more e ffec tiv e
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i f  con tinu ity  i s  maintained over a period of years* A ctiv ities 
of competitors are also  given consideration in  planning the 
advertising  and sa les  promotion programs*
The standards used are cost controls of a very  broad 
type and give only an indication  of the effectiveness of the 
operations performed* In none of the companies interviewed 
are time stud ies of nonrepetitive d is tr ib u tio n  a c t iv i t ie s  used 
to  determine how employees spend th e i r  working tim e. Unit 
standards of the type often employed fo r variable production 
costs were not reported by any of the companies interview ed. 
Company rep resen tatives interviewed a ttr ib u ted  the  absence of 
such standards to  the d if f ic u lty  o f measuring re su lts  obtained 
from such expenditures in  u n its  which can be d ire c tly  re la ted  
to  costs*
Variance Analysis
The f ie ld  study showed d e a r ly  th a t very l i t t l e  has been 
accomplished in the d irec tion  of d is tr ib u tio n  cost variance 
developm ent. In many of the oompanles interviewed the variance 
fo r  a given oost item i s  not broken down in to  aausal fa c to rs .
The budget comparison repo rts  prepared by many of the  companies 
interviewed show budgeted and ac tual figures^ with only the net 
variance developed fo r  each cost item* This p ractice  i s  not 
to  be encouraged as in e ffic ien c ie s  are e a s ily  concealed* The 
variance must be fu rth e r explained in  terms of such causal 
fac to rs  as volume, p rice , and effic iency  to  be meaningful*
Comparison between current and p r io r  period d is trib u tio n
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costs ware made by a l l  of the companies interviewed* In some 
cases these comparisons were reduced to  a u n it basis  to  avoid 
d ifferences in t o t a l  due to  d iffe rin g  volumes* Comparison and 
re la tio n sh ip  of a current period expense with the expense of a 
p r io r  period may revea l extreme weaknesses; however, many 
important fa c ts  may not be revealed* I f  certa in  d is trib u tio n  
expenses appear excessive, i t  i s  not possible to  t e l l  what 
adjustments should be made to  e ffe c t a sa tis fac to ry  performance* 
The p ractice  of the companies interviewed shows th a t 
sa les te r r i to ry  i s  the prlno ipal c la ss  of business segment fo r 
which costs are desired; intracampany cost comparisons of th is  
type are widely used. In one company interviewed, each department 
s to re  was considered as a separate sa les te rrito ry *  Intracompany 
oost comparisons c a l l  management's a tten tio n  to  any u n it which 
shows a marked deviation from oosts reported by o ther units*
Cne company interviewed uses cost data co llected  and 
made available by a trade association in  the. company's industry* 
These figures are c la ss if ie d  by sa les  volume. However, i t  is  
not easy to  compare d is trib u tio n  costs in to ta l  between any two 
companies in  the same industry  beoause of the wide varia tion  
in items c la ss if ie d  as d is trib u tio n  oosts by various companies* 
Another explanation fo r the d if f ic u lty  of intercompany cost 
comparisons i s  the d iffe re n t management concepts encountered 
in  companies w ithin the same industry* There i s  a lso  a lack 
o f uniform methods in  both the methods of d is trib u tio n  and in 
the methods of charging items to  d is trib u tio n  costs* The
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firm  may employ id e n tic a l account t i t l e s  as the industry  but 
charge d iffe ren t cost items to  the t i t l e s .
The value of th is  analysis a lso  depends upon the judgment 
of the f i m  analysts in  in te rp re tin g  v aria tio n s between fin n  and
industry . These v aria tio n s may have l i t t l e  meaning i f  the
\
q u a lity  of industry figu res i s  not very high. These industry  
figu res may represent an average firm  whose ch a ra c te ris tic s  
d if fe r  s ig n ific an tly  frctn the concern employing th is  ana ly sis .
Complexity of D istribution  Cost Accounting
D iff ic u ltie s  Must Be Overcome
Control of d is tr ib u tio n  cannot be absolute beoause the 
fac to rs  to  be considered in se ttin g  d is trib u tio n  standards are 
numerous and varied . There i s  a lack  of consistent re s u lts  in 
markets; th is  may be the re s u lt  of unoontrollable fac to rs  made 
up of the tim ing of the sales e f fo r t ,  buying h ab its  o f the 
public, or other changes which may occur in the  sa les  p o te n tia l 
o f a sa les  te r r i to r y .  Thus, d is trib u tio n  a c t iv i t ie s  are d i f f ic u l t  
to  standardize and measure beoause of these psychological elements 
involved. Often there  i s  a lso  a continuous readjustment of 
marketing po llo ies and channels of d is tr ib u tio n  used.
Although i t  can reasonably be accepted as fa c tu a l th a t 
problems in  determining d is tr ib u tio n  costs are su b stan tia lly  
more d if f ic u l t  than in the fac to ry , i t  does not necessarily  
follow th a t the program should be dropped simply because i t  i s  
d i f f ic u l t .  The reaction  of many marketing executives and even
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of many accountants w ill  l ik e ly  be th a t the  cost and analysis of
i
d is trib u tio n  costa in such d e ta i l  as suggested in th i s  study 
would be too co s tly . They may a lso  argue th a t many d is trib u tio n  
costs cannot be subjected to  r ig id  measurement by standards. 
However, these same arguments were heard when standard cost 
was f i r s t  Introduced fo r production co s ts .
In the ea rly  days o f production cost contro l, ra th e r  
crude data were used fo r  measurement, and savings were a tta in ed . 
Good standards against which to  measure a tta ined  re s u lts  were 
not availab le  fo r a l l  production cost a reas . Even today there 
are s t i l l  improvements which can be made in  production standards 
desp ite  the refinements th a t have been given to  standards 
over the years. Yet, today most companies, except perhaps fo r 
the very sm allest, find  i t  imperative to  have a qu ite  de ta iled  
production cost system and the re s u lts  of production cost 
procedures are accepted with l i t t l e  question. Elaborate 
reporting  methods a re used to  pinpoint areas requiring management 
a tte n tio n . Even though the yardsticks used as standards may 
not be completely refined , th is  cost method focuses management 
a tten tio n  on areas o f ineffic iency  and excess oosts which almost 
a liay s  re su lt  in  savings. The savings re su ltin g  from these cost 
contro l methods have fa r  exceeded the costs of in s ta lla tio n  and 
o le ric a l costs involved.
In sp ite  of the complexity o f d is trib u tio n  cost accounting, 
d is trib u tio n  cost fac to rs can be determined with enough accuracy 
to  provide management with information concerning the  p ro f i ta b il i ty
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o f business segments* I t  must be emphasized the contro ls and 
standards cannot be exact or as accurate as those used in 
measuring production oosts; however, the re su lts  are su ffic ien t 
to  enable management to  make changes or decisions of policy . 
Through the years o f standardization in  production, i t  was 
not b ig  complicated operations which were standardized, but 
ra th e r small ta sks which could be grouped together to  make 
d iffe re n t combinations. Improving and finding standard elements 
in any d is trib u tio n  job are laying the foundations fo r  greater 
progress. Today accountants must make as great as e f fo r t  in 
the analysis and In te rp re ta tio n  of d is trib u tio n  data as they 
have given to  production costs . Cnly when th is  happens w ill 
industry be in  a f a r  b e tte r  position  to  exert re a l con tro l 
over d is trib u tio n  costs.
Accounting and Marketing Executives Must Join Forces
The accounting and marketing executives must work 
jo in t ly  In the contro l of d is trib u tio n  costs as the ta sk  oan 
only be accomplished by in te llig e n t cooperation of accounting 
and marketing executives. Accountants must convince marketing 
management of th e  necessity  of standardization o f d is trib u tio n  
methods. Aooountants should emphasize th a t sim ilar expenditures 
in  the factory  fo r planning and control have paid o ff  In the 
re su lts  obtained.
There are accounting cost control to o ls  ava ilab le ; however, 
many accountants have not been su ff ic ie n tly  fam iliar with d i s t r i ­
bution a c t iv i t ie s  and the needs which marketing management has
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fo r  cost control inform ation. I t  i s  suggested th a t accountants 
make an e f fo rt to  become mare fu lly  aware o f the p rao tle a l 
problems of d is trib u tio n  and the assistance which accounting 
can render in solving these problems. A study of the d is trib u tio n  
problems of h is  conoem w ill allow the accountant to  tra n s la te  
oost s t a t i s t i c s  in to  usefu l signals fo r guidance of the d i s t r i ­
bution e f fo r t .  As accountants learn  more about the problems 
in the d is tr ib u tio n  process, refinements in  techniques w ill 
ooour. Bach refinement w ill improve the q u a lity  o f data 
necessary fo r the establishment of cost standards and the 
measurement o f e ffic ien cy .
Cost accountants have an outstanding opportunity and 
also  a d e f in ite  re sp o n sib ility  fo r  applying cost analysis to  
the f ie ld  of d is tr ib u tio n . Aocurote and in te llig e n t 
in te rp re ta tio n  of the data i s  neoessary so th a t marketing 
executives can ac t with confidence and ce rta in ty . As 
management becomes aware of the cost of performing d is trib u tio n  
and the importance of those functions to  business they can 
evaluate the effectiveness of people charged with completing 
these functions.
D istribu tion  standards are by no means su b stitu te s  
fo r  executive v isions and leadership . Standards are not 
se lf-enforcing  beoause standard d is tr ib u tio n  costs alone 
cannot accomplish the re s u lts  as in te l l ig e n t leadership  i s  
needed to  use these to o ls . Quick and easy re su lts  should not 
be expected as much e f fo r t ,  tim e, and patience i s  needed to  
develop these to o ls  to  a point of usefu lness.
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Standard oosts hold the promise of being able to  provide 
management with a b e t te r  understanding of marketing data* This 
cost technique can provide answers to  the many problems in 
d istribu tion*  There i s  also good reason to  believe th a t 
standard oosts can provide fo r oost oontrol and increased 
effic iency  in  d is trib u tio n  a c tiv itie s*  A major challenge 
faces the accountant because how h is  profession responds to  the 
problem of d is trib u tio n  may determine the pattern  of business 
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